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Carl E. Vogel
President and
Chief Executive Officer

REBUILDING OUR BUSINESS AND
STRENGTHENING OUR FOUNDATION

DELIVERING MEW AMD GROWING
DIGITAL COMMUNICATIONS SERVICES

Paul G. Allen
Chairman

To Qur Shareholders: This past year was a year of rebuilding our business and strengthening our foundation. We often
characterized this process as a process of transition.

In 2003, we repackaged and repriced several of our consumer offerings, enhanced management depth at every level
of our organization and began to improve our financial flexibility by increasing our liquidity, all in the interest of improving
our competitive position and serving our customers. In 2004, we are continuing our strategy of driving customer satisfaction,
operational efficiency, and product enhancement to generate further improvements in our revenues. We firmly believe the
revenue potential of our business is improving as we offer differentiated video services, ubiguitous high-speed Internet
products and expanded voice-over-Internet protocol telephony services.

improvements in the Company's performance are already visible. With the vast majority of our network rebuild
completed, Charter is continuing to grow revenues and adjusted EBITDA, while our capital spending has shifted to revenue-
based opportunities.

In 2003, our revenues increased 6 percent to $4.8 billion, adjusted EBITDA grew 7 percent to $1.9 billion, and our
capital expenditures decreased by $1.3 billion, or 61 percent, to $854 million compared to 2002. Overali, Charter improved
free cash flow by $1.4 billion compared to 2002, going from negative $1.5 billion to negative $70 million. Free cash flow
measures the funds generated internally after deducting operating costs, capital expenditures and cash interest on debt.
This important metric measures our fundamental ability to drive economic value from our broadband network. in 2002,
capital expenditures surpassed adjusted EBITDA by $371 million; in 2003, even during our operating transition, adjusted
EBITDA was $1.1 billion higher than our capital expenditures.

We're proud of this achievement. It affirms the central premise of Charter Communications: the delivery of new and
growing digital communications services that generate value as they produce customer satisfaction. Qur broadband network
delivers an array of communications services, from on-demand television to a superior high-speed Internet product to one

of the best high definition TV offerings available.
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INTRODUCING MEW DIGITAL
FEATURES INCLUDING HDTY AND DYR

MARKET ADVANTAGE

With approximately 6.2 million analog video customers and 10.5 million revenue generating units, Charter’s new senior

management team is focused on driving revenue, maximizing operating leverage and protecting our core businesses.

Operations: We've delivered on our pledge to improve the efficiency and skill levels at work within our customer service
infrastructure. We've consolidated our customer call centers to 37 from more than 153, and now serve more than 90 percent
of our customer base from just 14 call centers. With a well trained service staff we can deliver a consistently positive
experience across our Company, and across all of our new service offerings. We've also essentially completed our billing system
conversions, converting over 3 million customers in 2003, ensuring that the integrated billing and account management

platform better supports all services across our footprint.

Products: We continue to see momentum in our high-speed Internet product category, adding 427,500 new customers in
2003, and increasing revenues by 65 percent. We've migrated our high-speed Internet customer provisioning approach to a
uniform platform across the Company, offering a primary connection speed of three MBs downstream. We've injected more
value into our digital cable service by adding new high definition (HD) TV programming, including HD programs from local
broadcast stations — a highly prized feature our sateilite competitors have difficulty delivering — as well as cable
programming including movies and sports. Late in 2003, we introduced digital video recorder (DVR) capabilities and, thus
far, we are pleased with customer take rates of this exciting new product. At the same time, our video and subscription video
on-demand TV offerings (VOD and SVOD) are growing in availability and popularity. More than 920,000 digital customers
can select on-demand TV programs and movies, or enjoy monthly subscriptions for on-demand programming. Qverall, the
competitive position of our digital cable service continues to imprave.

Qur vision of the digital platform came to life in early 2004 when we introduced the first ali-digital cable telecommunications
network in Long Beach, California, resulting in widespread industry attention. Converting from analog to digital improves picture
quality and recovers precious service carrying capacity that can be used to provide more high definition television as well as
targeted services including VOD and specialized subscription services. We expect to launch similar efforts in more of our markets.

Finally, we offer voice-over-Internet pratocol (VoIP) telephone service in two markets, and we’re working hard to lay

the groundwork for similar deployments in at least one additional market this year, and more markets in 2005 and beyond.
Telephone service over cable is capturing strong interest and better than expected penetration levels as compared to our industry
peer group. We look forward to a significant business contribution beginning in 2005.

We believe the revenue opportunities and the differentiation of services of VoIP, VOD, SYOD, HDTV, DVR, home networking
and advanced set-top deployments will be similar to the great success the cable operators have enjoyed with high-speed
Internet services. Charter is at the early stage of tapping into this potential and we believe our operational improvements

over the last year position us well to grow.

Marketing: We compete aggressively in the marketplace by effectively pricing and communicating our advantages to today’s
discerning consumer. Out network does more, and we're letting the world know it. Qur 2004 marketing promotions revolve
around the campaign “Get Hooked”' In an aggressive and entertaining way, this message drives forth the fact that we deliver
differentiated services we believe our competitors simply can’t match. We've also repriced key services to compete more
effectively, and to send a more consistent message about our offerings across our Company. As a result of these and other

improvements, our customers are experiencing greater satisfaction with the level of service they receive.




CAPITALIZING ON REVENUE
GROWTH OPPORTUMITIES OF
CHARTER BUSINESS

BENEFITING FROM EXPANDING
CAPABILITY AND RISING DEMAND
FOR OUR SERVICES
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Business services: The contribution of Charter’s business communications segments are increasingly noteworthy. Our
advertising sales division, Charter Media, provides affordable, targeted advertising sales and production for thousands of local
and national businesses, and contributed $263 million in revenue in 2003. At young and rising Charter Business, sales are
robust. Revenues from this division, which provides business-to-business video, data and Internet protocol (IP) solutions

to small and medium-sized businesses, rose 27 percent in 2003, to $204 million, as business owners in Charter markets

welcomed a fresh alternative in local telecommunications services.

Financing: Since we last wrote, we injected much needsd liquidity into Charter's balance shest. We extended maturities

and captured $294 million of debt discount through a debt exchange, and issued $500 million of senior notes to repay bank debt
in Fall 2003. We completed the sale of our Port Orchard, Washington cable system, serving 25,500 analog video customers, and
entered into an agreement to divest additional geographically non-strategic cable systems serving some 228,500 customers in
2003. The sale of those cable systems, which closed in 2004, coupled with the Port Orchard transaction, generated proceeds

of approximately $824 million, which we used to pay down debt. We also amended Charter’s bank facilities, and concurrently
issued $1.5 billion in senior notes in April 2004. These transactions extended beyond 2008 approximately $8.0 billion of scheduted
debt maturities and credit facility commitment reductions which would have otherwise matured before then. The consolidation
of bank facilities, deferral of debt maturities and the imposition of less restrictive covenants created by these concurrent
transactions will benefit the Company by providing increased borrowing availability and greater operating flexibility. The market
value of Charter’s equity and public debt securities are higher today than at the beginning of 2003. We are pleased with the
improvements we've made in strengthening the financial profile of the Company; however, we continue to explore ways to
imprave our balance sheet. We recognize the need to reduce our overall leverage in the future and look for ways to accomplish

this in a way that maximizes the interest of all our shareholders.

YEAR OF TRANSITION

2003 was an active year of transition. We strengthened our management team, improved our operations and customer base,
grew our revenues and cash flows and improved our liquidity. All while expanding and enhancing our product mix. We are better
positioned today than a year ago to benefit from the expanding capability and rising demand for services our network can provide.
We are incredibly proud of our employees’ accomplishments over the last year. During a period of extreme challenge and
transition, Charter's employees continued to advance the cause of choice and empowerment of our customers. Their hard work

and personal dedication to their communities and Company is remarkable. To them, we dedicate this report.

TR P e

Carl €. Vogel Paul G. Allen
President and Chief Executive Officer Chairman

June 23, 2004
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FINANGIAL SUMMARY:

{dollars in millions)

Improvement improvement %
Year Ended December 31, 2003 2002 Qver prior year over prior year
Revenues $ 4819 $ 4,566 $ 253 5.5%
Adjusted EBITDA $ 1,927 $ 1,796 § 131 7.3%
Un-levered free cash flow $ 1,073 $ (371) $1,444
Free cash flow $ (10) $ (1479 $1409 95.3%
Total assets $ 21,364 $ 22,384
Long-term debt $ 18,647 18,671
Capital expenditures $ 854 $ 2,167
Class A & B common shares outstanding @ 295,088,606 294,586,330
Employees 15,500 18,600
UNAUDITED RECONGILIATION OF NON-GAAP MEASURES TO GAAP MEASURES:
{dollars in milfions)
Year Ended December 31, 2003 2002
Revenues $4,819 $4,566
Less: Costs and expenses
Programming costs 1,249 1,166
Advertising sales 88 87
Service 615 554
General and administrative 833 810
Marketing 107 153
Operating costs and expenses 2,892 2,770
Adjusted EBITDA 1,927 1,796
Less: Purchases of property, plant and equipment (854) (2,167)
Un-levered free cash flow 1,073 (371)
Less: Interest on cash pay obligations (1,143) (1,108)
Free cash flow (10) (1,479)
Purchase of property, plant and equipment 854 2,167
Special charges, net 21 (36)
Other, net (13) (1)
Change in operating assets and liabilities 15 97
Net cash flows from operating activities $ 765 $ 748

Use of Non-GAAP Financial Metrics

Charter Communications, Inc. {the Company) uses certain measures that are not defined by GAAP (Generally
Accepted Accounting Principles) to evatuate various aspacts of its business. Adjusted EBITDA, un-levered free
cash flow and free cash flow are non-GAAP financial measures and should be considered in addition to, not as
a substitute for, net cash flows from operating activities reported in accordance with GAAP. These non-GAAP
terms as defined by Charter may not be comparable to similarly titled measures used by other companies.
Adjusted EBITDA is defined as income from operations before speciat charges, non-cash depreciation and
amortization, impairment of franchises, gain on sale of system, option compensation expense and unfavorable
contracts and other adjustments. As such, it eliminates the significant level of non-cash depreciation and
amartization expense that results from the capital-intensive nature of our businesses and intangible assets
recognized in business combinations as well as other non-cash or non-recurring items, and is unaffected by our
capital structure or investment activities. Adjusted EBITDA is a liquidity measure used by Company manage-
ment and the Board of Directors to measure our ability to fund operations and our financing obligations. For this
reason, it is a significant component of Charter’s annual incentive compensation program. However, a limitation
of this measure is that it does not reflect the periodic costs of certain capitalized tangible and intangible assets
used in generating revenues and the cash cost of financing for the Company. Company management evaluates

these costs through other financial measures. Un-levered free cash flow is defined as adjusted EBITDA less
purchases of property, plant and equipment. This is an important measure as it takes into account the period
cost associated with capital expenditures used to upgrade, extend and maintain our plant without regard to our
leverage structure. Free cash flow is defined as un-levered free cash flow less interest on cash pay obligations.
It can also be computed as net cash flows from operating activities, less capital expenditures and special
charges, adjusted for the change in operating assets and liabilities, net of acquisitions. As such, it is unaffected
by fluctuations in working capital levels from period to period. The Company believes that adjustad EBITDA,
un-levered free cash flow and free cash flow provide infarmation useful to investors in assessing our ability to
service our debt, fund continued growth, and make additional investments with internally generated funds.
In addition, adjusted EBITDA generally correlates to the amount utilized under the Company's various credit
facilities, senior notes, and senior discount notes for its leverage ratio covenants (all such documents have been
previously filed with the United States Securities and Exchange Commission). Adjusted EBITDA, as presented, is
reduced for management fees in the amaunts of $74 million and $71 million for the years ended December 31,
2003 and 2002, respectively, which amounts are added back for the purposes of leverage covenants. As of
December 31, 2003, Charter and its subsidiaries were in compliance with their debt covenants.

@ Fully diluted shares outstanding, assuming conversion of all exchangeable securities, were 718,914,542 and 769,098,211 as of December 31, 2003 and 2002, respectively. See the “Organizational Structure” section for

additional information related to fully diluted shares outstanding.

® interest on cash pay obligations excludes accretion of original issue discounts on cerfain debt securities and amortization of deferred financing costs that are reflected as interest expense in our statement of operations.
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OPERATING SUMMARY:

Approximate as of

Pro Forma Pro Forma
December 31, December 31,
2003@b 200200
Customer Summary:
Customers:
Video customers ' 6,200,500 6,314,900
Non-video customers 105,700 54,800
Total customers 6,306,200 6,369,700
Revenue Generating Units:
Analog video customers 6,200,500 6,314,900
Digital video customers 2,588,600 2,588,200
High-speed data customers 1,527,800 1,099,000
Telephony customers 24,900 22,800
Total revenue generating units 10,341,800 10,024,900
Video Services:
Analog Video:
Estimated homes passed 11,817,500 11,579,000
Analog video customers 6,200,500 6,314,900
Estimated penetration of analog video homes passed . 52% 55%
Digital Video:
Estimated digital homes passed 11,716,400 11,395,500
Digital video customers 2,588,600 2,588,200
Digital percentage of analog video customers 42% 41%
Digital set-top terminals deployed 3,634,500 3,661,700
Non-Yideo Services:
High-Speed Data Services:
Estimated high-speed data homes passed 10,321,100 9,509,500
Residential high-speed data customers ’ 1,521,800 1,099,000
Estimated penetration of high-speed data homes passed 15% 12%
Telephony customers 24,900 22,800

@ Pro forma results reflact the sales of certain cable systems to Atlantic Broadband Finance, LLC, which closed in March and Aprit 2004, and WaveDivision Holdings, LLC which closed in October 2003, as if they had occurred
as of December 31, 2002. As of December 31, 2003, the systems sold in these transactions served approximately 254,000 analog video customers. See the customer statistics table in the “Our Business” section for
customer statistics reported on an actual basis and additional information related to such statistics.

&1 “Customers” include all persons our corporate hilling records show as receiving service (regardless of their payment status), except for complimentary accounts (such as our employees). Further, “customers” include
persons receiving service under promotional programs that offerad up to two manths of service for free, some of whom had not requested to be disconnected on or before December 31, 2003, but had not become paying
customers as of that date.
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BOARD OF DIRECTORS:

Paul G. Allen

Chairman, Charter Communications
Owner, Vulcan Inc. and other private
companies

Carl E. Yogs!
President, Chief Executive Officer and
Director, Charter Communications

Chartes M. Litlis
Managing Partner, Lone Tree Capital,
a private equity partnership

David C. Merritt
Managing Director, Salem Partners,
LLC, an investment banking firm

SENIOR MANAGEMENT:

CORPORATE LEADERSHIP

Carl E. Vogel
President, Chief Executive Officer
and Director

Margaret A. Beliville
Executive Vice President and
Chief Operating Officer

Derelk Chang
Executive Vice President,
Finance and Strategy

Michael P Huseby
Executive Vice President and
Chief Financial Officer

Steven A. Schumm
Executive Vice President and
Chief Administrative Officer

Curtis S. Shaw
Executive Vice President,
General Counsel and Secretary

David C. Andersen
Senior Vice President,
Communications

Marc B. Nathanson
Chairman, Mapleton Investments
LLC, an investment vehicle

Jo Allen Patton

President and Chief Executive Officer,
Vulean Inc., the investment and

project management company
founded by Mr. Allen

Nangy B. Perstsman
Executive Vice President and

Managing Director, Allen & Company,

LLC, an investment bank (not
affiliated with Paul Allen)

Thomas A. Cullen
Senior Vice President, Advanced
Services and Business Development

Wayne H. Davis
Chief Technical Officer

Sue Ann R. Hamilton
Senior Vice President,
Programming

James M. Heneghan
Senior Vice President,
Advertising Sales

Paul E. Martin
Senior Vice President and
Principal Accounting Officer

Michael E. Riddie
Senior Vice President and
Chief Information Officer

John K. Tory

Former Chief Executive Officer,
Rogers Cable Inc., a Canadian
cable systems operator

Larry W. Wangberg

Former Director, Chairman and

Chief Executive Officer, TechTV L.L.C.,
a cable television network

FIELD LEADERSHIP

Eric P Brown
Senior Vice President,
Western Division Operations

Michael R. Haislip
Senior Vice President,
Great Lakes Division Operations

loshua L. Jamison
Senior Vice President,
Northeast Division Operations

Michael I Lovelt
Senior Vice President,
Midwest Division Operations

Charles H. McElroy
Senior Vice President,
Southeast Division Operations
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CAUTIONARY STAT.EMENT-'REGARDING FORWARD-LOOKING STATEMENTS

This annual report includes forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”) and Section 21 E of the Securities Exchange Act of
1934, as amended, (the “Exchange Act”) regarding, among other things, our plans, strategies and prospects;
both business and financial, including, without limitation, the forward-looking statements set forth in “Focus
for 2004,” “Business,” “Overview of Operations,” “Liquidity and Capital Resources” and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations™ sections of this annual report.
Although we believe that our plans, intentions and expectations reflected in or suggested by these forward-
looking statements are reasonable, we cannot assure you that we will achieve or realize these plans, intentions
or expectations. Forward-looking statements are inherently subject to risks, uncertainties and assumptions,
including, without limitation, the factors described under “Certain Trends and Uncertainties” in “Manage-
ment’s Discussion and Analysis of Financial Condition and Results of Operations” in this annual report. Many
of the forward-looking statements contained in this annual report may be identified by the use of forward-
looking words "such as ‘“‘believe,” “expect,” “anticipate,” “should,” “planned,” “will,” “may,” “intend,”
“estimated” and “potential,” among others. Important factors that could -cause actual results to differ
materially from the forward-looking statements we make in this annual report are set forth in this annual
report and in other reports or documents that we file from time to time with the Unlted States Securities and
Exchange Commission, or the SEC, and include, but are not limited to:

b LR 11

« our ability to sustain and grow revenues and cash flows from operating activities by offering video, high-
speed data and other services and to maintain a stable customer base, particularly in the face of
increasingly aggressive competition from other service providers;

+ our and our subsidiaries’ ability to comply with all covenants in indentures and credit facilities, any
violation of which would result in-a violation of the applicable facility or indenture and could trigger a
default of other obligations under cross default provisions;

« our and our subsidiaries’ ability to pay ‘or refinance debt as it becomcs due, commencing in 2003;

+ availability of funds to meet interest payment obhgatlons under our debt and to fund our operations and
necessary capital expenditures, elther through cash flows from operatmg activities, further borrowings
or other sources; :

+ any adverse consequences arising out of our and our subsidiaries’ restatement of our 2000, 2001 and
2002 financial statemerits;

+ the results of the pénding grand jury investigation by the United States Attorney’s Office for the
Eastern District of Missouri, the pending SEC Division of Enforcement investigation and the putative
class action and derivative shareholders litigation against us;

"« our ability to obtain programming at reasonable prices or pass cost increases on to our customers;
+ general business conditions, economic uncertainty or slowdown; and

+ the effects of governmental regulatlon, including but not limited to local franchise taxing authorities, on
our business. :

All forward-looking statements attributable to us or a person acting on our behalf are expressly qualified
in their entirety by this cautionary statement. We are under no obligation to update any of the forward-looking
statements after the date of this annual report. :

10




Summary Organizat_ional Chart

The following chart sets forth. our organizational structure and that of our principal direct and indirect
subsidiaries. Equity ownership and voting percentages are approximate percentages as of December 31, 2003
and do not give effect to any exercise, conversion or exchange of options, preferred stock; convertible notes and
other convertible or exchangeable securities that occurred after that date.

Public common stock and
. -other equity

Paul G. Allsn and
affiliated entities

90% common equity
"interest, 7% voting .
interest

. 10% common
equity intarest,
93% voting interest

. Charter Communications, ine.
) ¢Charter) (1)
S {Issusr of $774 miflion of gonvertible senior notes)

e, ..o ] .. A8% common equity interest
and mirror senior securities

54% common

E - ! Charter Communigations B equity interest (2}
-k Holding Company, LLC . . i, . : o
{“Charter Holdeo™) .

L. 100%

- . - Charter Communications Holdings, LLC
(“Charter Holdings™y
~{Issuer of $5.4 bilion-of senior notes and 52.8 billion
" accreted value of senior discount notes) .

. . i 1 100%

CCHL LLC

1 100%

CCH Il LLC ‘[
(“CCH I}
(Issuer of $1.6 billion senior nates}

i 100%

CCO Holdings, LLC
(*CC0 Holdings")
(lssuer of $500 million senior notes)

T 100%

Charter Communications Operating, LLC
{(“Charter Operating”)
($4.5 tillion of bank debt)

i 100%
_Charter Operating Subsidiaries cCO
(including Renaissance notes issuers) Hold NRLLC
{8116 million accreted value of senior oldings,
discount notes)
100% 100% —' 100% common equity
) ) o . CCV and CC VIll companies 100% preferre
CC VIl companies (including CC V! companies (including {including CC V Holdings notes issusrs, s/;f;ty in d
Falcon bank borrower and CC V1l bank borrower CC Vilt Operating bank borrower and CC VI, LLC (3)

operating companies)
{$856 million of bank debt)

and operating companies)
(5868 million of bank debt
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($1.0 biflion of bank debt and $113
million accreted value of senior discount
notes) (4)




(n)
@

(3)

4

Charter acts as the sole manager of Charter Holdco and most of its limited ﬁability company subsidiaries.

These membership units are held by Charter Investment, Inc. and Vulcan Cable 111, Inc., each of which
is 100% owned by Mr. Allen. They are exchangeable at any time on a one-for-one basis for shares of
Charter common stock. . ‘

Represents 100% of the preferred membership interests in ‘CC VIII, LLC, a subsidiary of CC V
Holdings. An issue has arisen regarding the ultimate ownership of such CC VIII, LLC membership
interests following Mr. Allen’s acquisition of those interests on June 6, 2003. See “Certain Relationships
and Related Transactions — Transactions Arising Out of Our Organizational Structure and Mr. Allen’s
Investment in Charter and Its Subsidiaries — Equity Put Rights — CC VIII” in Charter Communica-

tions, Inc. 2004 Proxy Statement available at www.sec.gov, for additional information. ‘

CC V Holdings, LLC, the issuer of $1 13 million'accreted value of senior discount notes; is a direct wholly
owned subsidiary of CCO NR Holdings, LLC, and holds 100% of the common membership units of
CC VIII, LLC. Mr. Allen, through Charter Investment, Inc., holds 100% of the preferred membership
units in CC VIII, LLC. CC VIIL, LLC holds 100% of the. equlty of CC VIII Operating, LLC, which in
turn holds 100% of the equity of a number of operating sub51d1ar1es One such operating subs1d1ary (CcC
Michigan, LLC) is a guarantor of the CC V Holdings senior discount notes.

Charter Communications, Inc. Charter’s principal assets 'a"rekan‘apprommate 46% common equity

interest and a 100% voting interest in Charter Holdco and “mirror” notes that are payable by Charter Holdco
to Charter which have the same principal amount and terms as Charter’s convertible senior notes. Charter
Holdco, through its subsidiaries, owns cable systems and certain strategic investments. As sole manager under
the applicable operating agreements, Charter controls the affairs-of Charter Holdco and most of its
subsidiaries. In addition, Charter also provides management services 10 Charter Holdco and its subsidiaries
under a management services agreement.

12




The following table sets forth information as of December 31, 2003 with respect to the shares of common
_stock of Charter on an actual outstanding, “as converted” and “fully diluted” basis:

Charter Communications, Inc. )
As Converted Shares Fully Diluted Shares

Outstanding (assuming only . Outstanding (assuming
the exchange of all exchange/conversion of all
U . one-foi-one exchangeable exchangeable/convertible
- Actual Shares Outstanding(a) . . units) (a)(b) securities) (¢)
' . . - Number Percentage
Number of  Percentage of of Fully of Fully
Number of  Percentage As Converted = As Converted Diluted” Diluted
Common  of Common Common Common . Common . Common
Shares Shares Voting Shares Shares Shares . Shares
; Outstanding Outstanding Percentage Outstanding Outstanding . Outstanding  Outstanding
Class' A Common Stock .............. 295,038,606 - = 99.98% 8.00% 295,038,606 46.52% 295,038,606 41.04%
) Class B:Common Stock............. 50,000 -~ 0.02% 92.00% 50,000 00.01% -50,000 *
.. .. Total-Common.Shares Outstanding. ._295,088,606 .. 100.00%  100.00% B T o
One-for-One Exchangeable Equity in o o
Subsidiaries: v . : . . :
Charter Investment, Inc.. .. .. S : . o : . 222,818,858 3513% 222,818,858 30.99%
Vulcan Cable I, Inc. ............. _ o 116,313,173 18.34% 116,313,173, . 16.18%
_ .Total As Converted Shares ’ C : o o ‘
©Oufstanding L LT T e 6300637 - 10000% Ll
Other Convertible Securities in Charter T = T e T e - e
‘Commumnications, Inc. - : o ) ‘ ‘ T
Convertible Preferred Stock(e) .. ... B HEEE 2,206,633(d)  0.31%
Convertible Debt : o ' DA . : -
5.75% Convertible Senior Notes(f) . o I ‘ ‘ 28,665,631(d) - 3.99%
 4.75% Convertible Senior Notes(g) _ o . 5,939,276(d) 0.83%
- Employee, Director and Consultant L B . ‘ o
o kStock Options¢h) ....... R : o N T B . 47,882,365(d) 6.66%
Fully Diluted Common Shares " o : L o
- 'Ogtstgnding‘. DR S - R R Coo o 718914542 100.00%

(a) Paul G. Alien owns approximately 10% of the 6utsfan_ding common stock of Chaftg'r (apbrbximatel'y’ 58%
assuming exchange of all units in Charter Holdco held by him and his affiliates) arid beneficially controls

approximately 93% of the voting power of Charter’s capital stock. Mr. Allen, as sole holder of the shares
of Class B common stock, is entitled to ten votes for each share of Class B common stock held.by him
and his affiliates -and for each membership unit in. Charter Holdco held by him and his affiliates. The

" amounts exclude any shares of Charter Class A common stock that would be issuable upon exchange of .
membership units in Charter Holdéo, which may be issued in exchange for preferred membership units-in
CC VIIIL, LLC held by an entity controlled by ‘Mr. Allen. An issue has arisen regarding the ultimate
“ownership. of these CC VIII membership units following the consummation of  this put right. See
“Certain Reélationships and Related Transactions — Transactions Arising ‘Out of Our Organizational .

. Structure -and Mr. Allen’s Investment in Charter Communications, Inc. and Its Subsidiaries — Equity

.Put Rights — CC VIII” in the Charter Communications, Inc. 2004 Proxy Statement available at

www.sec.gov for additional information.

(b) Represents “as converted” shares outstanding, assuming only the exchange of membérship units ina -
--- < “—Charter subsidiary-(Charter Holdco), which units-are exchangeable by the current holders for shares of

Charter Class A common stock on a one-for-one basis at any time pursuant to exchange agréements
“between the holders of such units and-Charter. ; : - o o

(c) Represents “fully diluted” common shares outstanding, assuming exercise, exchange or conversion of all

_outstanding options and other convertible securities, including the exchangeable membership units
_- described in note (b) above, all shares of Series A convertible redeemable preferred stock of Charter, all
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outstanding 575% convert1blc senior notes and 4.75% convertlble sen1or notes of Charter and all

%

employee, director and constltant stock options. T ‘ - o e
{(d) The weighted average exercise or conversion price of -these securities is $16.73.

(e) Reflects common shares issuable upon conversion of the 545,259 shares of Series A convertible
redeemable preferred stock issued to certain sellers at the closing of the Cable USA acquisition in 2001.
Such shares have a current liquidation preference of approx1mately $55 million and are convertible at any
time into shares of Class A common stock at an initial conversion price of $24.71 per share (or 4.0469446
shares of Class A common stock for each share of convertrble redeemable preferred stock), subject to
certain adjustments.

(f) Reflects shares issuable upon conversron of all outstandmg 5.75% convertible senior notes {$618 million
total principal amount), which are convertible into shares of Class A common stock at an initial
conversion rate of 46.3822 shares of Class A common stock per $1,000 principal amount of netes (or
approximately $21.56 per share), subject:to certain adjustments

(g) Reflects shares issuable upon conversion of all outstanding 4. 75% convertible senior notes ($156 million
total principal amount), which are convertible into shares of Class A common stock at an- initial
conversion rate of 38.0952 shares of Class A common stock per $1,000 principal amount of notes (or
approximately $26.25 per share), subject to certain adjustments. :

(h) InJanuary 2004, Charter commenced an option exchange program in which employees of Charter and its
subsidiaries were offered the right to exchange all stock options (vested and unvested) issued under the
1999 Charter Communications Option Plan and 2001 Stock Incentive Plan that had an exercise price
over $10. per share for shares of restricted Charter. Class A common stock or, in some instances, cash. In

the closing of the exchange offer on February 20, 2004, Charter accepted for cancellation eligible options .

to purchase approximately 18,137,664 shares of its Class A common stock. In exchange, Charter granted
1,966,686 shares of restricted stock, including 460,777 performance shares to eligible employees of the
rank of senior vice president and above, and paid a total cash amount of approximately $4 million (which
amount includes applicable withholding taxes) to those employees who received cash rather than shares
of restricted stock. The grants of restricted stock were effective as of February 25, 2004. See “Opt1ons/
- Stock Incentive Plans — February 2004 Option Exchange” in the Charter Communications, Inc. 2004
Proxy Statement avallable at www.sec.gov for additional 1nformat10n o

Charter Commumcanons Holding Company, LLC Charter Holdeo a Delaware limited habrhty ,
company that was formed on May 25, 1999, is the drrect 100% parent of Charter Holdings. The common
membership units of Charter Holdco are owned 46% by, Charter, 19% by Vulcan Cable III, Inc. and 35% by
Charter Investment, Inc. All of the outstanding common mernbershlp units in Charter Holdco held by Vulcan
Cable I1I, Inc. and Charter Investrnent Inc. are controlled by Mr. Allen and are exchangeable on a one-for-
one basis at any time for shares of high vote Class B common stock of Charter, Wthh are in turn convertible
into Class A common stock of Charter. Charter controls 10()% of the voting power of Charter Holdco and is its
sole’ manager. -

Preferred Equity in CC VI, LLC. Upon the clos1ng of the acqursmon of certain cable systems by our
subsidiary, CC VIII, in 2000, some of the former owners received a portion of their purchase price in the form
of preferred membership units in CC - VIII, LLC, which were exchangeable for shares of Charter Class A
common stock. In April 2002, these former owners exercised their right to put their preferred CC VIII

membership interests to Mr. Allen and this transaction closed on June 6, 2003. An issue has arisen regarding

the ultimate ownership of these CC VIII membership units following the consummation of this put right. See
“Certain Relationships and Related Transactions — Transacetions Arising Out of Our Organizational Struc-
" ture and Mr. Allen’s Investment in Charter Communications, Inc. and Its Subsidiaries — Equity Put
Rights — CC VIII” in the Charter Commumcatlons Inc. 2004 Proxy Statement available at WWW.seC.gov for
additional 1nforrnat1on

Charter- Commumcatzons Holdings, LLC. Charter Holdlngs a Delaware limited liability-company -

formed on February 9, 1999, is a co-issuer of the publicly held Charter Holdings notes that consist of
$2.8 billion total principal amount at maturity of notes issued in March 1999, $1.4 billion total principal
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amount at maturity of notes issued in January 2000, $2.0 billion total principal amount at maturity of notes
issued in January 2001, $2.3 billion total principal amount at maturity of notes issued in May 2001 (includes
-additional issuance in.January 2002) and $330 million total principal amount at matuirity of notes issued in
January 2002. Charter Holdings owns 100%. of Charter Communications Holdings Capital, the co-issier of
these notes. Charter Holdmgs also owns CCH II, CCO Holdings and the subsidiaries that conduct all of our -
cable operations, including the Charter Operating, CC.V/ CC VHI, CC VI and CC VI Compames described
below in “Operating Subsidiaries.” .

CCHII LLC CCH 11, a Delaware limited liability company formed on March 20, 2003, is a co-lssucr
- of the CCH-1I notes that consist of $1.6 billion principal amount of notes issued in September 2003. CCH I
* owns 100% of CCH II Capltal Corp., the co-issuer of these notes. CCH 11 also owns CCO Holdings and the
‘subsidiaries that conduct all of our cable operations, including the Charter Operatmg, CC V/CC VIII, Ccc VI
and CC VII Compames descnbed bclow n “Operatmg Subsidiaries.”

CCO Holdings, LLC. CCO Holdings, a Delaware limited liability company formed on June 12, 2003, is
~a co-issuer of the CCO Holdings notes that consist of $500 million prmc1pa1 amount of notes issued in
* November 2003. CCO Holdings owns*100% of CCO Holdlngs Capital Corp the co-issuer of these notes.
CCO Holdings also owns the subsidiaries that conduct all of our cable operations, including the Charter
Operating, CC V/ CC VIII, CC VI and CC VII Companies déscribed bclow in “Opcratmg SubSIdlanes’ >

.+ Operating Subsidiaries. These companies-own or operate all of our. cable systems Thcre are four groups
of these operating subsidiaries, identified as follows: the Charter Operating companies, the CC V/CC VIII
- companies, the CC VI.companies, and.the CC VII companies, Renaissance Media Group, one of the Charter

Operating companies, and CC V Holdings, one of the CC V/CC VIII companies, have public notés - -

outstanding. See “Management’s Discussion and Analysis of Fmancml Condltlon and Results of Opera-
tions — Liquidity and Capital Resources.” - :
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OUR BUSINESS
Introdi;ction

~Charter Communications, Inc. (“Charter’”) is a broadband communications company operating in the
United States, with approximately .12.4 million homes passed and approximately 6.54 million customers at
December 31, 2003. Through our broadband network of coaxial and fiber optic cable, we offer our customers
traditional cable video programming (analog and digital, which we refer to.as “video” service), high-speed..
cable Internet access (which we refer to as “high-speed data service”), advanced broadband cable services
(such as video on demand (“VOD”), high definition television service and interactive television) and, in some
* of our markets, we offer telephone service (which we refer to as “telephony™). (“Homes passed” represents
our estimate of the number. of living units, such as single family homes, apartment units and condominium
units passed by-our cable distribution network. Homes passed excludes commercial units passed by the cable
distribution network.) o R . ' '

. We offer analog video "s'ervic»e to all of our homes passed and we offer digital video service to
"approximately 99% of our homes passed. At December 31, 2003, we served approximately 6.43 million analog
videq customers, of which approximately 2.67 million are also digital video customers. We offer high-speed
data service to approximately 87%.0f our homes passed and we serve approximately 1.57 million high-speed
data customers (including’ approximately 105,800 who- receive high-speed data only services). At Decem-
ber 31, 2003, we offered' voice-ovet-Internet protocol (“VOIP”) telephony to approximately 33,000 homes
passed in one market and traditional switch-based telephonygt'c’)' approximately 86,600 homes passed in another
market. We provided telephony service to approximately 24,900 customers in these two markets as of that
date. See “— Products ‘and Services.” o : ' ST i

Certa-in Significant Dévelopmenfs in 2003 and Early 2004

In 2003, we vs‘ubstantially completed the upgrade of our cable systems that we had commenced in 2000.
Our systems upgrade increased our bandwidth capacity, enabling us to offer digital video service, two-way
_communication capability and other advanced services. In addition, our upgrade has enabled us to reduce the
- number of headend control centers, or “headends,” which house the equipment to receive broadcast and
_ satellite signals, transmit signals’to customers’ and connect customers for data services. In 2003, we invested
'zipproximéit@ly $132 million to upgrade our systems. At December 31, 2003, "approximately 92% of our
‘customers were served by bandwidth of 550 megahertz or greater, approximately 87% are served by bandwidth
of 750 megahertz or greater and -approximately 87% of our plant was two-way enabled. See “— Our Network
Technology.” :

During 2003, we undertook a number of transition activities including reorganizing our workforce,
adjusting our video pricing and packages, completing call center consolidations and implementing billing
conversions. Due to the focus on such activities and certain financial constraints, we reduced spending on
marketing our products and services. We believe that the reduction in marketing activities and other necessary
‘operational changes negatively impacted customer retention and acquisition, primarily during the first half of
the year. During the second half of 2003, we increased our marketing efforts and implemented promotional .
campaigns to slow the -loss of analog video customers, and to accelerate advanced services penetration,
specifically in high-speed data. In 2003, we had a net decline in analog video customers from approximately
6.58 million to approximately 6.41 million. During the same period, our number of high-speed data customers
increased by approximately 427,500, contributing to a revenue increase of approximately 6% in 2003. See

““Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

At December 31, 2003, we offered digital video service to approximately 99% of our estimated homes
passed and the estimated penetration rate (i.c.; the percentage of digital-enabled estimated homes passed that
- received the service) was 22%. We also offered high-speed data service to approximately 923,500 additional
homes passed in 2003, bringing estimated high-speed data enabled homes passed at December 31, 2003, to
approximately 10.7 million, and increased our number of high-speed data customers during 2003 from
approximately 1,138,100 to approximately 1,565,600, a penetration rate of 15% of high-speed data homes
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passed. In 2003, revenues from high-speed data services increased 65%. See “— Products and Services” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.” ;

Charter Communications Operating, LLC Refinancing

In April 2004, our subsidiaries, Charter Operating and Charter Communications Operating Capital
Corp., sold $1:5 billion of senior second lien notes in a.private transaction. Additionally, Charter Operating
amended and restated.-ifs existing $5.1 billion credit facilities, among other things, to defer maturities and
increase availability under those facilities to approximately $6.5 billion, consisting of a $1.5 billion 6-year
revolving credit facility, a $2.0 billion 6-year term loan facility and a $3.0- billior 7-year term loan facility,
Charter Operating used the additional borrowings under the amended. and -restated credit facilities, together
. with proceeds from the sale of the Charter Operating senior second lien notes, to refinance the credit facilities
of its subsidiaries, CC VI Operating Company, LLC,(“CC VI Operatmg "), Falcon Cable Communications;
LLC (“Falcon”) and CC VIII Operating LLC (*CC VIII Operating™), all in one concurrent transaction.

The effect of the transaction, among other things, was to substitute Chartcr Operating as the lender in place of
the banks under those subs1d1ar1es CI‘Gdlt fac1htles '

Asset Sales

" On October 1, 2003, our subsidiaries closed the sale of cable’ systcms serving approximately 25,000 cus-
tomers in Port Orchard, Washington, for a total price of approximately $91 million, subject to adjustments.

On March 1, 2004, our subsidiary, Charter Holdirigs, and several of its subsidiaries closed’ the sale of
cable systems in Florida, Pennsylvania, Maryland, Delaware and West Virginia with- Atlantic Broadband
Finance, LLC. The Company closed on the sale of an additional cable system in New York to Atlantic
Broadband Finance, LLC in April 2004. Subject to post-closing contractual adjustments, the Company
expects the total net proceeds from the sale of all these systems to be approximately $733 million, of which
$10 million is currently held in an indemnity escrow account (with the unused portion thereof to be released
by March 1, 2005). The net proceeds received to date have been used to repay a portion of amounts
outstandmg under subsidiary credit facilities. At December 31, 2003, the. systems sold in' this .transaction
served approximately 230, 800- analog’ v1deo customers 83, 300 digital video customers and 37,800 hlgh speed
data.customers. . - :.- g .

On September 23, 2003 we and our subs1d1anes, CCH I, LLC (“CCH 1I") and Charter Holdings,

T CCH T Deébt Exchanges S S

"purchased in a non-monetary transaction, a total of approx1matcly $609 million principal amount-of our-- — -

outstanding convertible senior notes and approximately $1.3 billion principal amount of the senior notes and
senior discount notes issued by Charter Holdings from institutional investors in a small number of privately
negotiated transactions. As consideration for these securities, CCH II issued approximately $1.6 billion
principal amount of 10.25% senior notes due 2010, achieving approximately $294 million of debt discount.
CCH 11 also issued an additional $30 "million principal amount of 10.25% senior-notes for an equivalent
amount of cash and-used the net proceeds for transaction costs and general corporate purposes.

November 2003 CCO Holdings Sale of Senior Notes

In November 2003, our subsidiary, CCO Holdings, LLC (“CCO Holdings”), sold $500 million total
principal amount of 8%% senior notes and used the net proceeds of such sale to repay approximately
$486 million principal amount of bank debt of our sub51d1arles In November 2003, wé terminated our
prev1ously announced commitment for a secured loan facﬂlty with Vulcan Inc. as a result of thls transactlon

Early 2004 Debt for Equity Conversions

In early 2004, the Company pnvately negotiated the‘exchan'ges of $162 million and $477 ‘million principal
amount of Charter’s 5.75% and 4.75% convertible senior notes, respectively, held by unrelated parties for
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shares of Charter Class A common stock, which resulted in-the’ issuance of more shares in the exchange
transactions than would have been issued .pursuant to the original terms of the convertible-senior notes.

Focus for 2004

Our principal financial goal is to maximize our return on invested capital. To do so, we will .-focus on
increasing revenues, improving customer retention and enhancing customer satisfaction by providing reliable,
hlgh quality service offerings, superior customer service and attractwe bundled oﬁ”ermgs

Spec1ﬁcally, we are focusmg in 2004 on:

-+ increasing our sales-and marketing efforts, especially through our national “Get Hooked” campaign, to
grow ‘revenues through promoting our ‘advanced services and emphasizing what we believe to be
competitive advantages over satelhte 1nclud1ng one-stop shoppmg for v1deo voice, high-speed data and

-1nteract1ve services; S ; L

. enhancmg our d1g1tal service w1th new content and cont1nued deployment of advanced products such as
digital video recorder (“DVR”) service, high definition television service, VOD and subscription video
on demand (“SVOD,” VOD service for selected programming categories);

* implementing what we believe is an attractive and competmve price point strategy for various levels
and bundled packages of dlgltal serv1ces :

. continuing to improve customer service and satisfaction;
e managmg our operatmg costs by exercising dlsc1plrne i’ capltal and operatlonal spending; and
* identifying opportunities to contlnue to improve our balance sheet and hquldlty

We believe that our high-speed data service has the potenual to continue to provide a substant1al portion
of our revenue growth in the near future. We also plan to continue to expand our marketing of 'our high-speed
data service to the business communlty, which we bel1eve has shown an increasing 1nterest in hlgh speed data
serv1ce and private network services.

We believe we offer our customers an excellent choice of services through an increased variety of bundled
packages, particularly with respect to our digital video and high-speed data services. Our digital platform
enables us to offer a significant number and variety of channels, and we offer customers the -opportunity to
choose among groups of channel offerings, including premium channels, and to combine chosen programming
with other services such as high- speed data hlgh deﬁnmon telev1sron (1n selected rnarkets) and VOD (1n
selected markets). - : et : - :

We plan to. continue -our- efforts to 1mprove customer satrsfactlon through consohdatlon of customer
contact centers, which we have reduced from over 300 at December 31,2000 to 53 at December 31, 2003. Our
20 largest customer contact centers now .serve approxrmately 93% of our customers. We anticipate that this
initiative will assist us in reducing customer contact rates and call abandonment rates, thereby improving
customer satisfaction while reducing costs. We believe. that consolidation and standardlzatron of call centers
enable us to provide a more consistent experience for our customers and to improve sales through the use of
better trained, more efficient and sales-oriented customer service representatives.,

Products and Serv1ces

We olTer our customers traditional cable video programmmg (analog and digital video) as well as high-
speed data servrces and in some areas advanced broadband services such as high deﬁnmon television, VOD
and interactive television. We sell our video programming and high-speed data services on a subscription basis,
with prices and related charges, that vary primarily based on the types of service selected, whether the services
are sold as a “bundle” versus on an “4 la carte” basis, and the equipment necessary to receive the services, - -
with some variation in prices depending on geographlc location. In addition, we offer telephony service to a
limited number of customers.
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The followmg table summarizes our customer statistics for analog and d1g1tal video, high- speed data and
telephony as of December 31, 2003 and December 31, 2002

Approximate as of
December 31, =~ December 31,

- ~ 2003(a) 2002(a)
Cable Video Services:

Analog Video: , o : : _ - :
Estimated homes passed(b) .............................. 12,406,800, 11,925,000
Residential (non-bulk) analog video customers (c) .......... - 6,173,400 6,328,900
Multi-dwelling (bulk) and commercial umt customers(d) ..... 257,900 . 249,900
Analog video customers(c){d)......... PN e . 6,431,300 6,578,800
Estimated penetration of analog video homes - ‘

passed(b)(c)(d)(e) ..o 52% : 55%
Average monthly analog revenue per analog v1deo customer(f) $§ 3672 § . 3546
Digital Video: ‘ .
Estimated digital homes passed(b) ........................ 12,292,300 11;547,000
Digital video customers(g) ........ e e 2,671,900 2,682,800
Estimated penetration of digital homes passed(b) (e)(g) ...... L - 22% 23%
Digital percentage of analog video customers(c) (d) (g) (hy.... - -42% - 41%
Digital set-top terminals deployed . ........................ 3,751,600 . - 3,772,600
Average incremental monthly dlgltal revenue per digital video o . S
customer(f) ... e $. 2312 8§ 23.65
_Estimated video on demand homes passed (B) oo - 4,476,000 - 3,195,000
Non-Vldeo Cable Servnces ' . “ .

High-Speed Data Services: o : ' : : : -
Estimated high-speed data homes passed(b) R 10,749,500 9,826,000
Residential high- speed data customers(i) ...... '. e c. 1,565,600 1,138,100
Estimated penetration of high-speed data homes ' - o

passed(b) (e) (1) ........ e e 15% 12%
Average monthly high- -speed data revenue per hlgh speed data ) ,
customer(f) ... .. . $ 3267 ' § 31.55
Dial-up customers ........... O e : 9,600 i 14,200
Telephony Customers(j) . ....... ... ..., 24,900 22,800

Pro forma for the effects. of the Port Orchard, Washington sale on October 1, 2003, analog video
_customers, digital video customers and high-speed data customers would have been 6, 552 ,200, 2,669,800 and
1,128,200, respectlvely as of December 31,2002,

) On March 1, 2004, our subs1dlary, Charter Holdmgs and several of its subs1d1anes closed on the sale of
- cable systems With Atlantic. Broadband Finance, LLC. An additional closing occurred in April 2004 for a

cable system in New York. At December 31, 2003, the systems sold in this transaction, including the New
York system, served approximately 230, 800 analog v1deo customers, 83,300 digital video customers and 37,800
high-speed data customers

(a) “Customers” include all persons our corporate - bllhng records show as. receiving service (rcgardless of
thelr payment status), except for complimentary accounts (such as our employees). ‘Further, “custom- -
ers” include persons receiving service under promotional programs that offered up to two months of
service for free, some of whom had not requested to be disconnected, but had ‘not become paying
customers as of December 31, 2003. If such persons do not become paying customers, we do not believe
this would have a material impact on our consolidated financial condition or consolidated results of
operations. In addition, at December 31, 2003 and 2002, “customers” include approximately 6,500 and
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" 5,400 persons, whose accounts were over 90 days past due in payment and approx1mately 2 ,000 and 1, 300

(b)

(c)

(d)

(e)
(f)

(2)

(h)
@)

)

of which were over 120 days past due in payment, respectively. .

“Homes passed” represent our estimate of the number of living units, such as single family homes,
apartment units and condominium units passed by the cable distribution network in the areas where we
offer the service indicated. Homes passed exclude commercial units passed by the cable distribution
network.

“Analog video customers” include all customers who receive video services, except for complementary
accounts (such as our employees) : :

Included within video customers are those in commerc1al and’ mult1 dwellmg structures, which are
calculated on an equivalent bulk unit (“EBU”’) basis: EBU is calculated for a system by dividing the bulk.
price charged to accounts in an area by the most prevalent price. charged to non-bulk residential
customers in that market for the comparable tier of service. The EBU ‘method of estimating analog video
customers is consistent with the methodology used in determining costs paid to programmers and has
been consistently applied year over year. As we increase our effective analog prices to residential
customers without a corresponding increase in the prices charged to commercial service or multi-dwelling
customers, our EBU count will decline even if there is no real loss in commercial service or multi-
dwelling customers.

Penetration represents customers as a percentage of homes. passed.

“Average monthly revenue” represents annual revenue for the service indicated divided by twelve divided
by average number of customers for the service indicated during the respective year.

“Digital video customers” include all households ‘that ‘have one or more digital set-top ‘terminals.
Included in digital video ¢customers on December 31, 2003 and December 31, 2002 are approximately
12,200 and 27,500 customers, respectively, that receive digital video service d1rectly through satellite
transmission.

Represents the number of d1g1tal video customers as a percentage of analog video customers -

All of these customers also receive video service and are included in the video statistics above except that
the video statistics do not include approximately 105,800 and 55,900 of these customers at December 31,

2003 and December 31, 2002, respectively, who were high-speed data only customers. Our September 30,

2003, high-speed data only customer total was increased by 2_0,400 from previously reported amounts
which related to additional high-speed data customers who had been inadvertently excluded.

“Telephony customers” include all households receiving telephone service.

Video Services

Ourt video tservice offerings include the following: -

* Basic Analog Video. All of our video customers receive a package of basic programming which
generally consists of local broadcast television, local community programming, including governmental
and public access, and limited satellite-delivered or non-broadcast channels, such as weather, shopping
and religious services. Our basic channel line-up generally has between 15 and 30 channels. - '

N L. ‘Expanded Basic Video..  This expanded programming level includes ‘a package of satellite-delivered or - -

non-broadcast channels and generally has befwcen 30 and 50 channels in addition to the basic channel
line-up. ' S

* Premium Channels. These channels provide commercial-free movies, sports and other special event
entertainment programming. Although we offer subscriptions to premium channels on an individual
basis, we offer an 1ncreas1ng number of premium channel packages and offer premium channels w1th
our advanced services.

e

- -+ Pay-Per-View. These channels allow customers to pay on a per event bas1s to view a single showmg of

a recently released movie, a one-time spec1al sportmg event or music concert on a commercial- free
basis. - . o
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+ Digital Video. We offer digital video to our customers in several different service combination
packages. All of our digital packages include a digital set-top terminal, an interactive electronic

~ programming guide, up to-45-channels of digital music, an expanded menu of pay-per- view channels.

" and the option to also receive digital packages which range from 4 to 30 additional video channels. We
“also offer our customers certain digital packages with one or more premium channels of their choice
with “multiplexes.” Multiplexes give customers access to several different versions of the same
premlum channel, which are varied as to time of airing (such as east and west coast time slots) or
programming content theme (such as westerns or romance). Some digital tier packages focus on the

_ interests of a partlcular customer demographlc and emphasize, for example, sports, movies, family or

ethnic programming. In" addition to video programming, digital video-service enables-customers to -

“feceive our advanced services such as VOD and high definition television. Other digital packages
bundle digital television with our advanced services, such as high-speed data services.

R High -Speéd Data ;'S‘e}'gices

" “We "offer high-speed data serviees- to our residential and commercial customers_primarily via cable
modems attached to personal computers. We generally offer our high-speed data services as Charter High-
Speed Internet™, although in certain markets we offer this service in conjunction with a third-party provider.
For our Charter High-Speed Internet service customers, we have a custom start page that is co-branded with
Microsoft Corporation’s network of websites, known as MSN®, with content modules that.we provide,
including,- among other things, movie trailers, previews of movies on pay-per-view and VOD, and television

' hstmgs We also offer traditional dial-up Intemet access in a very. limited number of our markets.

In the fall of 2003 we re-priced our high-speed data service, offering faster speed and additional features

both-as part-of a service bundle and as an “a la carte” offering. We ended 2003 with 15% penetration-of high-
speed data homes passed; up from the 12% penetration of high-speed data homes passed at year-end 2002.
This gave us an annual percentage increase in high-speed data customers of 38% and an increase in high-speed
data revenues of 65% in 2003 compared to year-end 2002..As of September 30, 2003, in'most of our systems,
we migrated high-speed data customers to the fastest residential speed available at no additional-charge to our
existing high-speed data customers. These customers will remain at that speed without additional charge
through March 2004. At that time, we expect to begin migrating customers to our two-tier offerings with new
" pricing and new choices of connection speed.

Advanced Broadband Services

We continue to test evaluate and deploy new advanced serv1ces that we behevc will prov1de new revenue

streams to offset overall increasing programming costs or enhance our appeal to consumers to counter.

compctltlon Thesc advanced services-include:

« Video On Demand and Subscription Video on Demand. We offer VOD service, which allows
customers to access hundreds of movies and other programming at any time with d1g1tal picture
quality. In some systems we also offer SVOD for a. smgle monthly fee. As of December 31, 2003, we

 offered VOD in systems servmg approximately 850,000 digital video customers. During 2004, we
© expect ito dep_loy VOD service in additional systems increasing VOD availability to approxlmately

* -1 million digital vidéo customers, or 40% of our digital video customers at year-end 2003. SVOD

service was -available in systems serving 680,200 digital video customers at year-end 2003 and ‘we
expect to make it available in systems serving an additional 421 200 digital Vldeo customers in the. first
half of 2004.

-« High Definition Television. High definition television offers our digital -video customers video
programming at a higher resolution than the standard analog or digital video image. As of Decem-

~ ber 31, 2003, we offered high definition television in systems serving approximiately 1.3 million digital
* video customers. We anticipate increasing high definition. service availability during 2004 to systems
serving nearly 2 million digital video customers, or approximately 75% of our digital video customers at
year-end 2003. Our objective for 2004 is to provide at least 8-10 broadcast and cable network high
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definition channels per system, focusing on prov1d1ng :at-least two local high deﬁnmon broadcast
channels per system. : : -

o Telephony Services. We continue to explore development and deployment of voice communications
services using VOIP to transmit digital voice signals over our systems. At December 31, 2003, our
VOIP telephony service was available to approximately 33,000 homes passed in one market and
traditional switch-based. telephony was available to approxnnately 86,600 homes passed in another
market. We have identified systems in key markets to expand our VOIP telephony offerings, and we
anticipate a growth in our telephony service from just over 120,000 homes passed on January 1, 2004 to
nearly 1 million homes.passed by year-end.

« i-TV Service. We ended 2003 with interactivé television service (“i-TV”) available to over 1 million
digital video customers. In 2004, we expect to increase availability in strategic competitive markets and
we are working on making our i-TV channels local-content oriented. Although we do not charge our
customers for this service, we believe our ability to enhance our interactive content ‘with local
information such as local movie times, local sports and local weather provides us with an important
advantage over satellite competition.

s Commercial Services. We offer integrated network solutions to commercial and institutional custom-
~ers. These solutions include high-speed data and video services. In addition, we oﬂer high-speed data
services to local businesses. |

ngttal Video Recorder

In Deccmber 2003, we launched digital video recordmg capablhtles service in four Los Angeles systems
serving 121,000 digital video customers at year-end. In ‘April 2004, we launched DVR service in our
Rochester, Minnesota market. We expect to further expand DVR deployment in 2004 and we expect to end
2004 with DVR deployment in systems serving approximately .38 million digital video customers, which
would be approximately 52% of our digital video customers.as of December 31, 2003. o

Sale of Advertising

We receive revenue from the sale of local advertising on satellite-delivered networks such as MTV®,
CNNZ® and ESPNE®. In any particular market, we generally insert local advertising on a minimum of four
networks, and have covered up to 45 channels. Our system rebuild and digital service launches have increased
the number of available channels on which we are able to 1nscrt local advertlsmg We also prov1dc Cross-
channel advertising to some’ programmers.

From time to time, certain of our equipment vendors have purchased advertising frorn us. For the years
endmg December 31, 2003, 2002 and 2001, advertising revenue from equipment vendors was recognized in the ;
amounts of $0, $13 million, and $14 million, rcspectlvely These revenues resulted from purchases at market
fates pursuant to executed binding agreements. However, in connection with our restatement announced in
April 2003, we reversed all advertising revenues, approximately $17 million, from two set-top terminal
manufacturers recognized in 2000. Based on a reassessment of the underlying structure of the arrangements
during 2000, the prices paid for the set-top terminals and the advertising revenue recogmzed were determined
to be in excess of fair value. See “Management’s Dlscussmn and Analy51s of F1nanc1a1 Condltlon and Results;
of Operations — Restatement of Prior Results.”

‘ Pncmg for Our Products and Services

Our revenues are derived principally from the monthly fees our customers pay for the services we offer. A
one-time installation fee, which is often waived during certain promotional periods.for a standard installation,
is charged to new customers. The prices we charge vary based on the level of service the customer chooses and
the particular geographic market. Most of our pricing is reviewed and adjusted on an annual basis.
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In accordance with the Federal Communications. Commission’s rules, the prices we charge for cable-~

- related equipment, such as set-top terminals and remote control devices, and for. Jnstallatlon services are based

on actual costs plus a permitted rate of return..

Although our cable service oﬁ"cnngs vary, across the markets we serve because of various, factors including
competition and regulatory factors, our services, when offered on a stand-alone basis, are typlcally offered at
monthly pnce ranges, excluding franchrse fees and other taxes, as follows:

Price Range as of

' Selr_g ' ~‘ o : i . ) » " December 31, 2003
Analog v1deo packages P TR TR, . $8.00-$54.00
Premium channel e U Teiiviiiitec - -$10.00-$15.00 _

" Pay-per-view-{per movie or event) . . ... e T $3.95-$179.00
Digital video packages (including high- speed data service for hlgher tiers). © $34.00-$106.00
High-speed data service .. ........ O P P : $29.99-$39.99-
Video on demand (per selection) . .. .. R e . ' $0.99-$12.99
Hrgh definition television . ........ T e P L $3 99 $6.99

- —in addltron fromy t1me to ttme we offer free service. or.reduced- -price service duting promotlonal ‘periods-in- -

order to attract new customers. There is no-assurance that thesc customers w1ll remain as customers when the
period of free service expires. ‘ : -
Our Network Technology

We have substantially completed the bu1ld out of our systems to a m1mmum bandwidth of 550 megahertz
or greater, Wthh enables us to: .

e

» offer dlgltal television, hlgh -speed data services and other advanced services;

* offer up to 82 analog channels, and even more channels when our bandw1dth is used for digital signal
transmission; and .

¢ permit two-way communication for Internet access and interactive services, and potentlally, telephony
services. ~ : .

- As part of the upgrade of our systems during the last several years, we reduced the number of headends

that serve our customers from 1,138 at January 1, 2001 to 748 at December 31, 2003. Because headends are-

the control centers of a cable system, where incoming signals are amplified, converted, processed and
combihed. for transmission to the customer; reducing the number of headends reduces related equipment,
service personnel and maintenance expenditures. We expect that headend consolidation, together with our
other upgrades, will allow us to provide enhanced picture quality and greater system reliability. As a result of
the upgrade, approximately 88% of our customers were served by headends serving at least 10,000 customers
as of December 31, 2003.

The followmg table sets forth the technolog1cal capac1ty of our systems as of December 31, 2003:
550 megahertz ‘

- Less than : To . - Two-way - .- Two-way
- 550 megahertz 660 megahertz 750 megahertz 870 megahertz . capability enabled . .
8% 5% - " 42% C45% 92% - - 8%
See “— Produets and Serv1ces for statrstlcs regardmg the approx1mate number of our customers who

purchase the various services enabled by these upgrades.

As of December 31, 2003 our cable systems consisted of approximately: 219,400 strand miles, including
approximately 48,300 strand miles of fiber optic cable; passing apprommately 12.4 million households and

serving approximately 6.5 million customers. ' . - e
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We adopted the hybrid fiber ‘coaxial cable (“HFC”) architectute as the standard for our: systems
upgrades. HFC architecture combines the use of fiber optic cable with coaxial cable. Fiber optic’ cable is a
communication medium that uses glass fibers to transmit signals over long distances with minimum signal loss
or distortion. Fiber optic cable has excellent broadband frequency characteristics, noise immunity and physical
durability and can carry hundreds of video, data and voice channels over extended distances. Coaxial cable is
less expensive and requires a more extensive signal amplification in order to obtain the desired transmission
levels for delivering channels. In most systems, we deliver our signals via fiber optic cable from the headend to
a group of nodes, and use coaxial cable to deliver the signal from individual nodes to the homes passed served
by that node. Our system design enables a maximum of 500 homes passed to be served by a single node.
Currently, our average node serves approximately 385 homes passed. Our system design provides for six
strands of fiber to each node, with two strands activated and four strands reserved for spares and future
services. We believe that this hybrid network design provides high capacity and superior signal quality. The
design also provides reserve capacity for the addition of future services. -

T’he primary advantagcs of HFC architecture over traditional coaxial-only cable networks include:
< increased bandwidth capacity, for more channels and other services;

« dedicated bandwidth for two-way services, which avoids reverse signal mterference problcms that can
© occur with two-way commumcanon _capability; and :

. 1mpr0ved ptcturc quality and service reliability.

We currently maintain a national network operations center to monitor our data networks and to further
ourf strategy of providing high quality service. Monitoring previously done by our regional operations centers
has been migrated to our national network operations center. Centralized monitoring becomes increasingly
1mportant as we increase the number of customers utilizing two-way high-speed data service. Our local
-dispatch centers focus primarily on momtortng the HFC plant, also replacing our existing regional operating
centers. . L »

Management of Our Systems

Many of the functions associated with our financial management are centralized, including accounting,
billing, finance and acquisitions, payroll and benefit administration, information system design and support,
internal audit, purchasing, marketing, programming contract administration and Internet service, network and
c1rcu1ts admlnlstratlon

CToi improve efficiency and operational con51stency throughout our systems we have consohdatcd from
three divisions and ten regions to five operating divisions, eliminating certain layers of middle management.
Each division is supported by operational, financial, marketing and engineering functions. The reorganization
has facilitated the establishment of and adherence to standard practices, Charter branding throughout our
systems and improved internal communication. We believe .these 1mprovements enhance consistency. of
service delivery.

Customer Care

Historically, we have fielded customer service requests, inquiries and complaints through a large number
of small customer service centers throughout the country. As a consequence of our aggressive acquisition
program in 1999 through 2001, the number of these service centers grew rapidly and in 2000 was in excess of
300 service centers. We believe that maintaining such a large number of service centers hindered our ability to
maximize the consistency of our service delivery and related customer satisfaction due to the logistical
challenges and poor economies of scale-inherent in maintaining and supemsmg such a large. number of service
centers.

~ In an effort to better serve our customers, we -are consolidating our local customer care functions by
. operating technologically advanced, high-volume customer contact centers, and as a result we have closed and
.expect to continue to close a number of local payment and customer service centers. By establishing regional
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customer contact .centers, we are able to service our customers 24 hours a day, seven days a week and utilize
"' technologically advanced equipment that we believe enhances interactions with our customers. Our customer
care specialists receive specialized training to develop customer contact skills and product knowledge that are
targeted towards prompt and responsive resolution of customer complaints and customer retention, as well as
towards selling additional and higher levels of service to our customers. As of December 31, 2003, we had 53
customer service locations, .and our 20 largest.customer service locations serviced approximately 93% of our
customers.

"Sfil_es' and Marketing": ~ Lol . B
~ Charter and ifs subsidiaries have a single team responsible. for overseeing the sales and marketing
strategies of our individual systems. For most of our. systems with-over- 60,000 customerts, .an assigned
marketing manager implements our marketing decisions, while smaller systems arc handled at the divisional

level. Due to-our-focus-in 2003-on-certain other.operational matters and due to certain financial constraints, we

“reduced spending in 2003 on marketing our products-and services. For the year.ended December 31,2003, we

had marketing expenditures of $107 million. We expect to increase our spending on marketing in 2004.

Our marketing efforts are intended to promote good interaction, quick information flow and sharing of
best practices between our corporate office, which handles programs and administration, and our field offices,
which implement our various marketing programs. We monitor government regulation, customer perception,
competition, pricing and product preferences, among other factors, to increase our responsiveness to our
customers. Our coordinatéd marketing techniques include door-to-door solicitation, telemarketing, media
advertising, e-marketing, diréct mail solicitation and retail locations. We also market and sell our services
through consumer electronics retailers and other retailers that sell televisions or cable modems. S

In January 2004, we introduced the first national branding campaign in Charter’s history. The “Get
Hooked” branding initiative will be a key focal point of our national marketing campaigns throughout the year, ‘
"designed to. promote our long-term objective of increasing our cash flow through deeper market penetration

and growth in revenue per customer. Our goal for 2004 is for our corporate team to produce six to eight

. national marketing campaigns employing our new national “Get Hooked” Charter branding to:.

+ Promote customer awareness and loyaltyi
‘o Attract former customers and households that have never subscribed to our services;

"« Promote our advanced services (such as DVR, high definition ‘television, VOD and-"SVOD) with the
* goal that-our customers will view their cable connection as one-stop shopping for video, voice, high-
speed data and interactive services; I : P :

+ Promote our bundling of digital video and high-speed data services and pﬁ'cing strategies; and

« Announce the launch of our advanced services as they become available in our systems..

Programming
General.

~ We believe that offering a wide variety of programming is an important. factor that influences a
" customer’s decision to subscribe to and retain our cable services. We rely on market research, customer -
demographics and local programming preferences to.determine channel offerings in each of our markets. We
obtain basic and premium programming from a number of suppliers, usually pursuant to.a written contract.
Our programming contracts generally continue for a fixed period of time, usuaily from three to ten years, and
are subject to negotiated renewal. Some program suppliers offer financial incentives to support the launch of a
channel and ongoing marketing support or Jaunch fees. We also negotiate volume discount pricing structures. .
Programming costs are usually payable each month based on calculations performed by us and are subject to
adjustment based onthe results of periodic audits by the programmers. ‘
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Costs

Programming tends to be made available to us for a license fee, wh1ch is' generally paid based on the
number of customers to whom we make such programming available. Such license fees may include “volume”
discounts available for higher numbers of customers, channel placement or service penétration. Some channels
are available without cost to us for a limited period of time, after which we pay for the programming. For
home shopping channels, we receive a percentage of the amount our customers spend on home shopping
purchases.

Our cable programming costs have increased, in every year we have operated, in excess of customary
inflationary and cost-of-living type increases. We expect them to continue to increase due to a variety of
factors, 1nclud1ng :

. annual mcreases 1mposed by programmers;

« additional programming. belng prov1ded to customers as a result of system rebullds and bandwidth
.reallocation, both of which increase channel capacity; and :

+ increased. cost for certain prewously dlscounted programmlng

In pamcular sports programming costs have increased s1gn1ﬁcantly' over theé past several years. In
addition, contracts to purchase sports programrmng sometimes contain bu11t -in cost increases for programmmg
added during the term of the contract.

Historically, we have been able to absorb mcreased programmmg costs through increased prices to our
customers. However, with the impact of competition and other marketplace factors, there is no assurance that
we. will be able to continue to do so: In order to maintain margins despite increasing programming.costs, we
plan to continue to migrate certain program services from our analog level of service to our digital tiers. We
expect that this migration will result in enhanced quality -of programming offered on digital tiers and provide

~our video customers more value and more choice. Additionally, as we migrate our programming to our digital
tier packages, certain programming that was previously available to all of our customers via an analog signal,
may be part of an elective digital tier package. As a result, the customer base upon which we pay programming
fees will proportionately.decrease, and the overall expense for providing that service would likewise decrease.
Reductions in the size of certain programming customer bases may result in the loss of specific volume
discount benefits. We plan to seek to renegotlate the terms of our agreements with certain programmers as
these agreements come due for renewal.

As measured by programming costs and excludmg premium services (substantlally all of which were
renegotiated and renewed in 2003), as of February 19, 2004 approximately 34% of our current programming
contracts are scheduled to expire by the end of 2004, and approximately another 11% by the end of 2005.
There can be no assurance that these agreements will be renewed on favorable or comparable terms. To the
extent that we are unable to reach agreement with certain programmers on terms that we believe are
reasonable; we may be forced to remove such programming channels from our line-up by the programmers,
which could result in a further loss of customers. In addition, our inability tofully pass these programming cost
increases on to our customers would have an adverse impact on our cash flow and operating margins. '

Franchises

As of December 31, 2003, our systems operated pursuant to a total of approximately 4,400 franchises,
permits and similar authorizations issued by local and state governmental authorities. Each-franchise is
awarded by a governmental authority and such governmental authority often must approve a transfer to
another party. Most franchises are subject. to termination proceedings in the event of a material breach. In
addition, most franchises require us to pay the granting authority a franchise fee of up to 5.0% of revenues as
defined in the various agreements, which is the maximum amount that may be charged under the applicable
federal law. We are entitled to and generally do pass this fee through to the customer.

Prior to ‘the scheduled expiration of most franchlses we initiate renewal proceedings with the .granting
authormes This process usually takes three.years but can take a longer period .of time. The Communlcatlons
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Act provides for an orderly franchise renewal process in which granting authorities may not unreasonably
withhold renewals. In connection with the franchise renewal process, many governmental authorities require
the cable operator 'to rnake certain commitments. Historically we have been able to renew our franchises

- without incurring significant costs, although any particular franchise may not be renewed on commercially

favorable terms or otherwise. Our failure to obtain renewals of our franchises, especially those in the major
metropglitan areas where we have the most customers, would have a material adverse effect on our
consolidated financial-condition, results of operations or our liquidity, including our ability to comply with our
debt covenants. Approximately 28% of our franchises covering approximately 26% of our video customers .-
expire on or before December 31, 2005. We expect: to renew substantially all of these franchises. '

Under the Telecommumcatlons Act of 1996 (the “1996 Telecom Act’*), state and local authorities are -

_ prohibited from hmmng, restricting or condltlomng the provision of telecommunications services. They may,

however, impose competltlvely neutral” requrrements and manage theé public- rights-of-way. Granting
authorities may not require a cable operator to provide telecommunications services or facilities, other than
institutional networks, as a condition of an initial franchise grant, a franchise renewal, or a franchise transfer.
The 1996 Telecom Act also limits franchise fees to an operator’s cable-related revenues and clarifies that they
do not apply to revenues that a cable operator derives from providing new telecommunications services. In-a
March 2002 decision, the Federal Communications Commission (“FCC”) held that revenue derived from the
provrslon of cable modem service should not be added to franchise fee payments already limited by federal Taw.
to 5% of traditional cable service revenue. The same decision tentatively limited local franchising authority
regulatron of cable modem service: On October 6, 2003, the United States Court of Appeals for the Ninth
Circuit vacated in part the. FCC s March 2002 decision and remanded for further proceedings. The Ninth
Circuit afﬁrmed the portron of the FCC’s March 2002 decision holding that cable modem service is not.a
“cable service.” Although the Ninth Circuit’s decision should not subject cable operators to additional cable
franchise fee: requirements for the provision of cable modem service, it could possrbly result in other

~ telecommunications regulation.

Employees

As of December 31, 2003, we had approx1mate1y 15,500 full-time equlvalent employees, approxrmately
300 of which were represented by collective bargammg agreements. We have never experiericed a work
stoppage. At December 31 2002, these numbers were approximately 18,600 and approxrmately 300,
respectrvely ', ' S B

The corporate oﬂ”lce which includes employees of Charter and Charter Holdco, is responsrble for
coordinating and overseeing our operations. The corporate office performs certain financial and administrative
functions on a centralized basis such as.accounting, billing, finance and acquisitions, payroll and benefit.

-administration, information system design and support, internal audit, purchasing, marketing and program-

ming contract administration. The corporate office performs these services on a cost reimbursement basis
pursuant to a management services agreement. See “Certain Relationships and Related Transactions —
Transactions Arising Out of -Our Organizational Structure and Mr. Allen’s Investment in Charter and Its
Subsidiaries — Intercompany Management Agreements” .and “— Mutual Services Agreements in the
Charter Communications, Inc 2004 Proxy Statement available at www.sec.gov.
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SELECTED FINANCIAL ‘DATA

"The followmg table presents selected consolidated financial data for the penods indicated (dollars in

millions, except share data):

Charter Communications, In‘cd..
Year Ended December 31,

’ 1999 (a)

‘Shareholders’ equity (deficit) .. ... feveeen (175)

41

~(a) Certéin prior year amounts have been reclassified to conform with the 2003 presentation. -
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y ) ‘ 2003 " 2002(2) 2001(a) 2000(a)

L Statenlent of Operations Data: . . ) . v , . : . )
Revenues.................. e . 3 ,4,819~\ $ . 4566 $ 23,807 §$ 3,141 $ 1,428 -
Costs and Expenses: . '

- Operating (excluding deprec1at1on and - : . o
amortizationi) .............%... ... + 1,952 1,807 1,486 L1870 460
.Selhng, general and administrative. ... .. K 940 963 826 606 329 .
Depreciation and amortization ... ... Lo 1479 1,439 2,693 ..2,398 745
- Impairment of franchises.............. . — 4,638 — — —
Gain on sale of system ... ... .. PP S (21 R —_ - —
. Option'compens'ation expense (income), - S - : S
et .o 4 S o (59 33 30
" -Special charges, net .................. : - 21 36 ‘ 18 — —
_Unfavorable contracts and other ‘ ) ;
settlements . ..... P e O (72) 5 — — . — ’ —
‘ T ‘ 4,303 "8,888 5,018 . 4,229 1,614
Income (loss) from operatlons e . 516 (4,322) - (L,211) ~ - -(1,088) . (186)
“Interest eXpense, Net ..., (1,557) (1,503) (1,310) . " (1,040) T (444)
. Gam (loss) on derivative instruments and ‘ ' o c : : :
hedging activities, net ............. el s+ 65 (115) (50) . - —
Gain on debt exchange, net ............. L2671 fem —_— e = —
"Loss on equity investments .. ...........: 3) 3) (34) . (19) —
Other,net . ................... PR ' (13) (1) “(5) © (1) (3)
Loss before minority interest, income taxes ’ ' -
and cumulative effect of accountmg ‘ .
change .......c... . o il e (725) (5,944) (2,630). (2,148) (638)
Mlnorlty interest............... ... ... ) . 377 3,176 1,461 1,280 . 573
Loss before income taxes ‘and cumulative _ \ ‘ f
" effect of accounting changc ..... e ) (348) (2,768) (1,169) (868) (65)
Income tax benefit (expense)............ 110 460 12 10 48]
Loss before cumnulative effect of accounting
change ... ... . i (238) {2,308) (1,157) - (838) (66)
-Cumulative effect of accountmg change, . : . ) ‘
metof taX. . ... — (206) (10) — —
T . (238) (2,514) o (1167 (858) (66)
Dividends“on preferred stock — redeemab]e (4) - (3) ‘ (1) L= —
Net loss applicable to common stock ..... $ (242) $ (25118 (1,168) $ - (858) §$ (66)
Loss per common share, basic and dlluted $ (0.82) $ ' (8.55) § (433) $ (3.80) § = (2.22)
' ‘Weighted-average common shares . o - : ’ . )
outstanding .. ........ ... .00 0. 294,597,519 294,440,261 269,594,386 225,697,775 29,811,202
Balance Sheet Data (end of period): )
Total assets .. .........coooinnnny e $ 21,364 § 22,384 § 26,463 § 24352 $ 18,967
Long-termdebt........................ 18,647 - 18,671 16,343 13,061, 8,937
Minority interest. . ................... 689 1,050 4,434 4,571 5,381
Redeemable securities ... ........ SR — — — 1,104 751
Preferred stock — redeemable ........... 55 51 .51 L —
2,585 A ' 2,767 3,011




Comparability of ‘the above information from year to year is affected by acquisitions and dispositions
completed by us..See note 4 to our consolidated financial statements contained herein and- “Management s
Discussion and Analysrs of Financial Condmon and Results of Operat1ons — Acquisitions.”

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS '

-Unless stated otherwise, the 1nformat10n in this section is as of December 31, 2003. See sectlon entitled
“Subsequent Events” for a discussion of the Charter Communications Operatrng, LLC reﬁnancmg in April
2004.

Reference is made to “Certain Trends and Uncertainties” of this section and “Cautionary Statement
Regarding Forward-Looking Statements,” which describe important factors that could cause actual results to
differ from expectations and non-historical information contained herein. In addition, the following discussion
~should be read'in conjunction with the audited consolidated financial statements of Charter Communications,
- Inc. and subsidiaries as of and for the years ended December 31, 2003, 2002 and 2001.

Introdnc_tion .

During 2003, we undertook a number of transition activities including reorganizing our workforce,
adjusting our video pricing and packages, completing- call center consolidations and implementing billing
conversions. Due to the focus on such-activities and certain financial constraints, we reduced spending on
marketing our products and services. The reduced marketing activities and other necessary operational
changes negatively impacted customer retention and acquisition, primarily during the first half of the year.
During the second half of 2003, we increased our marketing efforts and implemerited promotional campaigns
' to slow the loss of analog video customers, and to accelerate advanced service penetration, specifically in high-

speed data :

In 2003, we took a series of steps intended to improve dur balance sheet and liquidity:

+ We and our subsidiaries exchanged $1.9 billion of 1ndebtedness for $1.6 billion -of 1ndebtedness while
extending maturities and achieving approximately $294 million of debt discount.

« Our subsidlary, CCO Holdings, sold $500 million total 'pnnc1pal amount of 8%% senior notes and used
_the net proceeds to repay approximately $486 million principal amount of bank debt of our subsidiaries,
‘ ’prov1d1ng addrtlonal financial ﬂexrblhty for use of our subsidiaries cred1t facilities.

» Our subsidiaries completed the sale of cable systems in Port Orchard Washington, for a total price of
. appr0x1mately $91 mlll1on subJect to adjustments

1

« Our subsidiary, Charter Holdings, and several of its subsrdlanes closed the sale of cable systems in
Florida, Pennsylvania, Maryland, Delaware and West Vrrgrma with Atlantic-Broadband Finance, LLC.

“We anticipate that"an additional closing for a cable system in New York will occur during the first
quarter of-2004. After giving effect to the sale of the New York system, net proceeds will be
‘approximately $735 mrll1on sub]ect to post closmg ad]ustments We will use these proceeds to repay
bank debt.

« We significantly reduced capltal spending from apprommately $2.2 billion for - the year ended
December 31, 2002 to approximately $854 million for the year ended December 31, 2003, pnmanly
due to the substantial completton of our network rebulld and upgrade

Dunng the years 1999 through 2001, we grew significantly, principally through acqu151t1ons of other cable
businesses financed by-debt and, to a lesser extent, equity. We do not anticipate that we will engage in
significant merger or acquisition activity for the foreseeable future other than exchanges of non-strategic assets
or divestitures, such as the sale of cable systems to Atlantic Broadband Finance, LLC discussed above. We
- therefore do not believe that our historical growth rates are accurate .indicators of future growth. o
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Historically, .our ability to fund operations and investing activities has depended on our continued access
to credit under our subsidiaries’ credit facilities. While our use of cash has changed over time such that the
substantial majority of our cash now comes from cash flows from operating activities, we expect we will
continue to borrow under our subsidiaries’ credit facilities from time to time to .fund cash needs. The
occurrence of an event of default under our subsidiaries’ credit facilities could result in borrowings from these
" facilities being unavailable to us and could, in the event of a payment default or acceleration, also trigger
events of default under our notes and our subsidiaries’ outstanding notes and would have a material adverse
effect. on' us. Approximately $188 million of indebtedness under our subsidiaries’ credit facilities is scheduled
to mature during 2004. We expect to fund payment of such indebtedness through availability under our
subsidiaries’ revolving credit facilities.

Adoptlon of New Policies

a

- Commencing in January 2002 and continuing through the first quarter of:2003, our management elected
to implement a number of new pol1c1es including: : :

Change in Disconnect and Bad Debt Policies. Our estimated customer count is intended to lnélude those
people receiving cable service (regardless of payment status), except for complementary accounts (such as
our employees). Qur disconnect and bad debt guidelines for slow or nonpaying customers provide that, in
general, customers are to be terminated for non-payment -after. approximately 60-75 days, and written
off/referred to collection at approximately 90-110 days. We initially began implementing this policy in
January 2002 after we decided to change our past practice under which we did not promptly disconnect these
customers on a uniform basis. Effective year-end 2001, we also increased our allowance for doubtful accounts.
The number of our customers who are presently more than 90 days -overdue and our bad debt expense
associated with such customers are lower than they were prior to the institution of these policies.

Procedures to ensure adherence to Disconnect and Customer Count Policies. ~ During our review of
internal audit findings and in the course of internal investigations, and subsequently in the course of responding
to governmental investigations, we became concerned that certain employees either were not or had not
previously been complying with our customer count and disconnect policies. We have since announced to our
employees that a failure to follow these polices will be met with.disciplinary action including, in appropriate
cases, termination. We have terminated  and disciplined employees who have not followed the policies. We
have instituted regular review of customer reports by senior employees in an effort to ensure adherence to our
policiés ‘and consistency of apphcatlon throughout our various operating divisions, and we have established a
telephorie hotline number for employees to call and report misconduct relating to the reporting of customer
numbers. We have also elected not to provrde guidance on expected customer numbers in our public
disclosures. :

Corporate Compliance Program Prior to 2002, we did not have a formal compliance program. We have
since established a corporate compliance program, pursuant to which we provide a revised Code of Conduct to

our employees that is 1ncorporated into our. Employee Handbook, The Code and Handbook require that .

employees report violations of the Code or other, behavior which they believe might be unethical or illegal.
Employees can report matters to their supervisor, to the Human Resources Department, through a hotline or
through a secure website, and may do so anonymously The compliance program is overseen by a compliance
committee comprised of our high-ranking officers, which meets on a quarterly basis. The head of the
committee in turn reports to the Audit Committee.

T reatment of Data Only Cuslomers We have changed our methodology for reporting analog cable
video customers to exclude those customers who recéive high-speed data service only. This represents a
change in our methodology from prior reports through September 30, 2002, in which high-speed data service
only customers (which numbered approximately 55,900 at September 30, 2002) were included within our
analog cable video customers. We made-this change because we determined-that a substantial number of
those customers who only received high-speed data service were unable to receive our most basic level of
analog video service because this service was physically secured or blocked, was unavailable in certain areas or
the customers were unaware that this.service was available to them. In addition, in light of our decision to
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begin marketing:of our high-speed data services:as a separate product, we believed that separate disclosure of
this information would' assist investors in understanding‘our current busmess and in momtormg what we
expected to be an increasing number of data only customers. : g

Disclosure Committee. We established a Disclosure Committee, consistirig of senior persohnel from the
business units, our internal audit group, and the finance and legal groups, and we now follow an extensive
review and certification process in connection with our filings with the SEC and other disclosure documents.

_Audit Committee. We modified our Audit Commrttee s charter to expand the role of the committee and
to comply with the Sarbanes-Oxley Act of 2002 and the rules 1ssued thereunder (lncludmg Nasdaq rules).

Accounting Policy Changes. Consistent with the description of the restatement we have tevised a
number of our accounting policies, including treatment of launch incentives received from programmers. For a
complete discussion of accounting changes and adjustments brought about as a result of the re-audit or
restaternent, see “‘Restatement of Prior Results” below

Restatement of Prior Results

There were no restatements in 2003 of prior results. However, certain reclassifications have been made to
2002 and 2001 amounts to ‘conform to 2003 presentation. Also, as discussed in our annual report on
Form' 10-K available at www.sec.gov, for the year ended December 31, 2002, on November 19, 2002, we
announced that we had determined that additional franchise costs and deferred income tax liability should
have been recorded for the differences between the financial statement and tax basis of assets we acquired in
connection with certain cable businesses acquired.throughout 1999 and 2000. As a result of this restatement,
we engaged KPMG LLP to perform audits as of and for the years ended December 31, 2001 and 2000 because
our former accountants, Arthur Andersen LLP, were no longer available to provide an opinion as to restated
financial statements. In connection with these audits; we concluded that it was appropriate to make certain
additional adjustments to previously reported results. Among other things, adjustments were made to previous
interpretations and .applications of generally accepted accounting principles (“GAAP”) that had been
- conststently followed by us since 2000 and throughout the restatement penod

... . These. adjustments. reduced revenues reported in our 2002 quarterly reports on Form 10 Q for the first

- three -quarters-of 2002. by..a .total of $38 million, and in our 2001 anfiual report on Form -}0-K-available-at.. .. ..

www.sec.gov, for the year ended December 31, 2001 and 2000 by $146 million and $108 million; respectrvely -
Such adjustments represent approximately, 1%, 4% and 3% of previously reported revenues for the respective
periods in 2002, 2001 and 2000. Our previously reported consolidated net loss increased by -a total of
$26 million for the first three quarters of 2002 and decreased by $11 million for the year ended December 31,
2001. Our previously reported net loss increased by. $29 million for the year ended December 31, 2000,
primarily due to adjustments related to the original accounting for acquisitions and elements of our rebuild and
upgrade activities. Net-cash flows from operating activities for the years ended December 31, 2001 and 2000
were reduced by $30 million and $303 million, respectively. The most s1gn1ﬁcant categones of adjustments
related to the following items outhned below. .

Launch Incentzves from Programmers. Amounts previously rec‘ogniied as advertising revenue in
connection with the launch of new programming channels have been deferred and recorded in other long -term
- liabilities in the year such launch support was provided, and amortized as a reduction of programming costs
based upon the relevant contract term. These adjustments decreased revenue $30 million for the first three
quarters of 2002, and $118 million and $76 million for the years ended December 31, 2001 and 2000,
respectively. Additionally, for the year ended December 31, 2000, we increased marketing expense by
$24 million for other promotional activities associated with launching new programming services previously
deferred and subsequently amortized. The corresponding amortization of such deferred amounts reduced
programming expenses by $36 million for the first three quarters of 2002, and $27 million and $5 million for
the years ended December 31, 2001 and 2000, respectively.

Customer Incentives and Inducements. Marketing inducements paid to encourage potential customers
to switch from satellite providers to Charter-branded services and enter into multi-period service agreements
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were previously deferred and recorded as property, plant and equipment and recognized as depreciation and
amortization expense over the life of customer contracts. These amounts have been restated as a reduction of
revenue in the period such inducements were paid. Revenue declined a total of $5 million for the first three
quarters of 2002, and $19 million and $2 million for the years ended December 31, 2001 and 2000,
respectwely Substannally all of these amounts are offset by reduced depreciation and amortization expense.

Capltalzzed ‘Labor and Overhead Costs. Certain elements of labor costs and related overhcad allocauons
previously capitalized as property, plant and equipment as part of our rebuild activities, customer installation
and new service introductions have been expensed in the period incurred. Such adjustments increased
operating expenses by $73 million for the first three quarters of 2002, and $93 million and $52 million for the
years ended December 31, 2001 and 2000, respectively. :

* Customer Acquisition Costs. Certain customer acquisition’ campalgns were conducted through third-
party contractors in 2000, 2001 and portions of 2002. The costs of these campaigns were originally deferred -
and recorded as other assets and recognized as amortization expense over the average customer contract life.
These amounts have been reported as marketing expense in the period incurred and totaled $32 million for the
first three quarters of 2002, and $59 million and $4 million and for the years ehdéd December 31, 2001 and
2000, respectively. We discontinued this program in the third quarter of 2002 as contracts for third-party
vendors expired. Substantlally all of these amounts are offset by reduced depremanon and amortization
expense.

Rebuild and Upgrade of Cable Systems. In 2000, as we were completing our acquisitions, we initiated a
three-year program to replace, upgrade and integrate a substantial portion of our network (the- rebuild
program). This rebuild/upgrade of the cable network infrastructure was envisioned as providing the platforim
capacity through which many broadband communication services could be provided to the marketplace for
many years-to-come. Such a rebuild program was unprecedented and is not expected ‘to recur. We began
implementation of this three-year rebuild program in January 2000 and adhered to it over the period. It was
expanded in July 2001 to encompass cable system assets acquired in June 2001 from AT&T Broadband Therc
were no other significant modifications to the rebuild program over the three-year penod o

As the rebuild program was beglnnmg in early 2000, we were ncanng the end of a period in Wthh we
were acquired by Paul G. Allen and merged with Marcus-Cable and in which we-had subsequently completed
" an initial public offéring and acquired 16 cable businesses adding -approximately -S- miltion additional

customers. We were. faced with integrating these acquisitions, administering the rebuild program and-also
putting-in place processes and new personnel to handle the increased size and complexity-of an operation that
had grown exponentially in a period of about 18 months. During the first quarter of 2000, management ‘also
recognized the need to reassess depreciable lives of the property that was subject to the-three-year rebuild
" program. Based on a review of the rebuild program, $3 billion of assets were identified as being subject to
replacement, and accordingly, management reduced the useful lives of those assets. In connection with the
restatement, however, it has been determined that some of these assets were to be retained and not replaced
because séctions-of the network were scheduled to be upgraded and not rebuilt. In a cable system rebuild there
is outright replacement and retirement of substantially all components of the network, whereas an upgrade
involves the retention of the original property, particularly the fiber and coaxial cabling.
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Presented below is a schedule of the costs of ‘cable distribution system assets subject to the' rebuild -
program, as originally recorded, reconciled to. the final determinations in the restatement The depremanon
lives were shortened for this asset pool as discussed prevrously and supplemented below.

Total v
(In miltions)

Total asset populatlon subject to rebulld and upgrade, as ongmally

crecorded L.l . ‘_ $ 2,998
Assets which were never 1ntended to be replaced but rather were ‘
~upgraded and remain in service ..... ... Lo o _— (946)
Cost of assets 1nadvertently excluded from the asset population ... ... S 401
Adjustment to record acquired assets at deprecrated replacement cost at. ‘ .
date of acquisition ............ R S (1,225)

Total adjusted asset value subject to replacement and thus shortened _ ,
depreciation life . .............. ... ...l AR A Lt $ 1,228

In connection with the restatement process, we conducted a-detailed system-by-system analysis of the
rebuild program to identify those assets which were intended to be rebuilt versus upgraded and determined
that approximately $844 million of trunk and distribution cabling, and-$102 million of headend equipment (in
aggregate, $946 million) was enhanced and retained in service. Accordingly, an adjustment was made in the
restatement with effect from January 1, 2000 to properly exclude ‘those asséts from the population of assets.
treated as subject to replacement and thus for which a shortened depreciation life was previously assigned.

The évaluation conducted in connection with the restatement also revealed the inadvertent exclusion of
$401 million of trunk and distribution cabling and electronics, which were'ac'qnired in 1999, from the
population of assets that were subject to shortened depreciation lives. This group of assets were misclassified
within our fixed assets sub-ledger for one acquisition and thus omitted from the analysis performed in
connection with the preparation of our historical financial statements. Accordmgly, an adjustment was made
in the restatement 10 properly mclude these assets as well T

Furthermore we reduced the value of assets subject to replacement by a total of approx1mately
$1.2 billion to record the assets at estimated depreciated replacement cost at'the date of acquisition. This
includes-a $598 million reduction originally recorded in' our previously issued financial statements and a
$627 mr]hon adjustment 1dent1ﬁed as part of the restatement.

As a result of the items 1dent1ﬁed above we determined that depre<:1atlon expense was overstated by a
total of $413 million for the first three quarters of 2002, and $330 million and $119 million in the years ended.
~ 2001 and 2000, respecnvely This resulted in net loss being overstated by a total of $192 million for the first

three quarters of 2002, and $146 million and $48 million for the years ended 2001 and 2000, respectlvely

Deferred Tas ax Llabzllzzes/Franchzse Assets. LAdjustments were made to record deferred tex liabilities
associated with the acquisition of various cable television businesses. These adjustments increased amounts
assigned to franchise assets by $1.4 billion with a corresponding increase -in. deferred tax liabilities . of
$1.2 billion. The balance of the entry was recorded to equity and minority interest. In addition, as described
‘above, a correction was made to reduce amounts assigned in purchase accounting to assets identified..for
replacement-over the three-year period of our rebuild and upgrade of our network. This reduced the amount
assigned to the network assets to be retained and increased the amount assigned to franchise assets by
approximately $627 million with a resulting increase in amortization expense for the years restated. Such
adjustments increased the impairment of franchises recognized in the first quarter of 2002 by:$199 million
(before minority interest) and increased amortization expense by $130 million and $121 million for the years
ended December 31, 2001 and 2008, respectively. This resulted in net loss being understated by a total of
$71 million for the first three quarters of 2002 and $57 mllhon and $49 rn11hon for the years ended 2001 and
2000, respectlvely . . S
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‘Other Adjustments. -In addition to the items described above, certain other adjustments were made that
increased net loss by.$38 million and decreased net loss by’ $10 million, respectlvely, for the years ended
December 31, 2001 and 2000. These adjustments were as follows: ~ -+ B

. During 2000, advertising revenue was recognized in conjunction with the promotion of equipment
offered by two set-top terminal manufacturers from which we purchased digital set-top terminals.
However, in connection with our restatement announced in April 2003, we reversed all advertising
revenues from the set-top terminal manufacturers recognized in 2000. Based on a reassessment of the
underlying structure of the arrangements during 2000, the prices paid for set-top terminals and the
advertising revenues recognized were determined to be in excess of fair value. We therefore reduced
our advertising revenue and decreased our related property, plant and equlpment associated with the
purchase of set-top terninals. -

. During 2001 and 2000 ¢ertain post-acquisition marketing and customer acquisition costs were charged
against purchase accounting reserves in the financial statements. These costs have been reclassified to
record them as period cost in the appropnate fiscal year.

» During 2002, 2001 and 2000, certain state taxes, which are equlty-based taxes and not based on
income, were reclassified as operating expenses, rather than as taxes recorded in “other expenses” on
our consolidated statements of operations.

» During 2000, we recelved management fees from a joint venture pursuant to the terms of the Jomt
.venture agreement.and recognized revenue. Based on the limited amount of operational management
activities performed on behalf of the joint venture, we determined this amount should be reclassified
from revenue and recorded as investment income within “other expense” on our consolidated

* statements of operatlons ‘

. vDurmg 2000 and 2001 we accounted for the outstanding and unexercised portion of separated

" employees’ options by reversing all (both vested and unvested) previously recorded compensation
expense for separated employées who forfeited stock-based awards. Compensation related to vested
awards should not have been reversed at the time of separatlon as the employee did not “fail to fulfill
an obligation” associated with such vested awards. Stock compensation .expense was increased to
eliminate the -effect of such Teversal during 2000 and 2001. In addition, the computation of the
compensation expense was adjusted during 2000 to reverse a miscalculation recorded durrng such
years.

_ The tables below set forth our condensed consohdated balance sheets as of December 31, 2001 and
.December 31, 2000, and condensed consolidated statement of operations and condensed ‘consolidated
'statement of cash flows information for the years ended December 31, 2001 and 2000. -

Controls. The major adjustments discussed above, mcludlng for the rebulld and’ upgrade of cable
systems and deferred tax matters/franchise, generally relate to non-routine items and did not result from
control deficiencies in our core accounting operations. Since our period of rapid growth in 2000 and early 2001,
in which we were rapidly acquiring cable systems, we have integrated the various accounting processes of our
acquired cable systems. We have also substantially improved the quantity and, we believe, the quality of our
accounting and internal audit staff.- In addition, we are developing better interactions between our accounting
and internal audit staff and the other elements of our organization. These changes in our staff have been
supplemented with changes in-accounting and internal controls processes and systems which we believe result
in an improved- ability of management to understand and analyze underlying business data. As part of our
acquisitions integration process, we have, among other things, standardized our data and put in place a data
warehouse, which has enhanced our abilities to analyze our operating data. Budgetmg has been integrated into
our financial systems, through the use of specialized commercial software rather than spreadsheet programs.
Additionally, we have implemented in the first quarter 2004, a job costing system, that tracks capital at the
project level. These changes have given us the ability to better understand, analyze and manage our business
data. The role of our internal audit staff has also been expanded, particularly with respect to capitalization and
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deprec1atron ‘We believe that these changes have 1mproved our controls ever both recurring transactions and
non-recuyting transactions. - . : , T : BN £

The following table sets forth selected consolidated balance sheet information, showmg prevrously
reported and-restated amounts “as_of December 31, 2001 (in millions):
As previously

. reported As restated
Property, plant and equipment, net ......... P . $7,150 $ 6 914
Franchises, 06t ... .........ooooeiiii... PR C17,139 18911
Total assets .................. A S e 24962 26463
Long-term debt. . . ..ottt e 16,343 16,343
Other long-term liabilities . ......... ... ... ... 41 1;725
‘Minority interest’. . ................... P 3,976 4,434
Total shareholders’ equity . .:......c.cvviriiinineennnn.. - 2,862 2,585

The. followmg table sets forth selected consolidated statement of operatlons mformatron ‘showing
prevrously reported and restated amounts, for the year ended December 31,2001 (in mﬂhons, except per share
and share data): - : . - ; ,

. As previously o )
‘reported As-restated

Revenues. .. ... [ DR e $ 3953 $ 3,807
Costs and expenses S e o
Operating (excluding dcprccratron and amortrzanon) 136 1,486
Selling, general and admmrstratrve e . 841 . 826
Depreciation and amortrzatron e - 3,010 - 2,693
Option compensation 1ncome e e e L (46) : k (5)
- Spec1a1 charges........% .. ...... e e R 18 .18 -
“ 5,149 © 5,018
Loss from operatlons ................................ S (1,196) o (1,211)
Loss before minority interest; income taxes and cumulatlve ‘ " ‘ R
, _effect of accounting change ............... ... ..o (2,656) - (2,630)
' Loss béfore cumilative effect of accounfing chafige . - . Trr — e (1,178) - (1,157)
Net loss appllcable to common Stock L. P (1,179) $ (1,168)
Loss per common share basrc and diluted .. ... ... e <8 (4.37)° % (4.33)

Weighted average comimon shares outstandmg, bas1c and dlluted 269,594,386 269,594,386

The following table sets forth selected consolidated balance sh‘eet_information, showing previyouslj}_
reported and restated amounts, as of December 31, 2000 (in millions):

As previoﬁsly

reported - As restated
Property, plant and equipment, nét ......... e L $5267 0 $:4.829
Franchises, net .................... e 17,069 18,835
Total assets ............... U .. 23,044 - 2724352 % -
Long-term debt.............. e 13,061, ~113,061
Other tong-term liabilities . . . e 285 1,568
- Minority interest .. ........ e e L A09 .. 4571 . '
_Total shareholders’ equity ............................ . 3,123 2,767 -




The - folloWing table sets forth selected consolidated statement of operations information, ‘showing
previously reported and restated amounts, for the year ended December 31, 2000 (in millions, except per share
and share data)

As previously o
reported As restated

Revenues............... T $ 3249 § 3,141
Costs and expenses: ‘ _ o 7 _
Operating (excluding depreciation and amortization) ......... 1,036 1,187
Selling, general and administrative ........................ - 670 606
Depreciation and amortization' . .................. e 2,473 2,398
Stock compensation eXpense. . ...........c..uiiiiiiiiin., ' 41 38
. | | ' 4,220 4,229
" Loss from opefatiohs ................................. e (971) (1,088)
Loss before minority 1nterest and income taxes ............ (2,055) (2,148)
Netloss............. e P LT .8 - (829) $ (858)
Loss per common share, basic and diluted ... .<\ oo .. 8§ (3.67) § . (3.80)

Weighted average common shares outstanding, basic and diluted =~ 225,697,775 225,697,775

The following table sets forth selected consolidated cash flow information, showing previpuély reported
and restated amounts, for the years ended December 31, 2001 and 2000 (in millions): -

. 2001 T 000

As previously =~ As As previously’ As
: . reported restated - reported restated
Net cash from operating activities ............ $ 519 - $§ 489  $ 1,131 $ 828
Net cash from investing activities ............ (4,809) . (4,774) . ~(4,054) (3,751)

Ne’t cash from ﬁnaneing activities . ... ........ $ 4,162 $ 4156 _ $ 2920 $ 2,920
Acquisltions

The following table sets forth mformanon regarding our acqulsmons from January L, 2001 to Decem-
ber 31, 2002 (none n 2003)

Purchase Pnce (Dollars in Millions)

- S - . Securities -

T < R Acquisition - Cash Issued/Other Total Acquired

. . ) Date ‘ Paid . Consideration - . Price Customers

AT&T Systems e Ceen B 6/01 1,711 25 " 1,736(a) 551,100
~Cable USA ... . ...... I - 8/01 - 45 _S55(b) -~ 100 30,600
_ Total 200! Acquisitions ...... e ' ‘ 1,756 e 80 1,836 581;700
High Speed Access Corp. «........ S 2/02 78 R ' 78 N/A
Enstar Limited Partnership Systems......... ‘4/ 02 ‘ 48 . — 48 21,600
Enstar Income Program II-1, LP. ....... ... 9/02 13 — 15 6,400
Total 2002 Acquisitions ........ . 141 = 141 28,000
Total 2001-2002 ACQuisitionS .......... $1.897 $80 '-$1,977 © 609,700

ZII

(a) Compnsed of $1.7 billion, as adjusted in cash and a cable system located in Flonda valued at'$25 million,
as adjusted.
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(b) In connection with this transaction, at the clos"’ing we and Charter Holdco aé'c’luiréd all of the '_outStanding

. stock of-Cable USA #and the assets of relatéd affiliates in exchange for.cash and’ 505,664 shares of

‘Charter Series A convertible redecmable preferred stock. In”the first ‘quarter- of 2003, an additional

© $0.34 million in cash was paid and 39,595 additional shares of Chartér Series A’ convertible redeemable’
preferred stock were issued tb;c'c'rtain- sellers. . « S T T

.. All acquisitions were éccounté'ci;for under the purchase method of accounting and rcSults of .operations -
~ were included in our consolidated financial statements from their respective dates of acquisition.

We have no current plais to pursue any ‘significant acquisitions. However, we will continue to evaluate

opportunities to consolidate our operations through the sale of cable systems to, ot exchange of like-kind assets.
with, other cable operators. as such opportunities arise, and on a very limited basis, consider strategic new
acquisitions. Our primary criteria in considering these opportunities are.the rationalization of our operations

_ into geographic clusters and the potential financial benefits we expect to ultimately realize as a result of the
. sale, exchange, or acquisition., - - S _ . :

Overview of Operations

_ Approximately 86% and 84% of our revenues for the years ended Decémber 31, 2003 and 2002,
respectively, are attributable to monthly subscription fees charged to customers.for our video, high-speed data,
* ..telephone and commercial services ‘provided by our cable systems. Generally; these customer subscriptions
may be discontinued by the Acust_otﬁer at any time. The remaining 14% and 16%, tespectively, of revenuge is
derived primarily from pay-per-view and VOD programming where users are charged a fee for individual
programs viewed, advertising revenues, installation or reconnection fees charged to customers to commence or
reinstate service, commissions related to- the sale of merchandise by home shopping se'r,viccs"énd franchise fee
revenues, which are cotlected by us'but then paid to local franchising authorities. We have generated increased
“revenues during the past three years, primarily through the sale of digital video and high=speed data services:to
new.and existing customers, price ‘increases on video services.and customer growth from acquisitions. Going
forward,:our strategy.is to grow revenues- and improve margins by seeking’ to stabilize -our analog video
customer base and increase revenues per customer. To accomplish this, we are increasing prices for certain
services and we are offering new bundling of services combining digital video and our advanced services (such
as high-speed. data service and high definition television) at what we believe are attractive price points. In
addition, we are increasing our marketing efforts and budget in 2004 to promote our high-speed data services,
digital video services and advanced products and services such as digital video_recorders, high definition
television and telephony using VOIP to our existing customer base: and to commercial customers. See
_«“Business — Sales and Marketing” for more details. o ‘ '

Our success in our efforts to grow revenues and improve margins will be impacted by our ability to
compete against. companies with often fewer regulatory burdens, easier access to financing, greater personnel
resources, greater brand name recognition and long-established relationships with regulatory authorities and
customers. Additionally, controlling our”cost"of operations-is critical, particularly cable programming costs,
which have historically increased at rates in excess of inflation and are expected to continue to increase. See
“Business — Programming” “for more details. We are attempting to control our costs of operations by
maintaining strict controls on expenses. More specifically, we are-focused on managing our cost structure by
renegotiating programming .agreements. to reduce the: rate of. historical increases in programming cost,
_managing our workforce 1o control increases-and improve productivity, and. leveraging our size-in purchasing
activities. - SRR - o - Lo p

Our expenses primarily consist of operating costs, selling, general and administrative expenses, deprecia-
tion and amortization expense and interest expense. Operating costs primarilyfiﬁclude programming costs, the
cost of our workforce, cable service related expenses, advertising sales costs, franchise fees and expenses
related to customer billings. For theyear-ended December 31, 2003, income from operations was $516 million
~and for the years ended December 31,-2002. and 2001, our loss’ from ‘operations was $4.3_ billion and
$1.2 billion; respectively. Operating margin, which is defined as income (16ss) -from -operations divided by
revenues, was 11% for the year ended December 31, 2003, whereas for the years ending December 31, 2002
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and 2001, we'had negative operating margins of 95% and 32%, respectively. The improvement in income from
operations and operating margin from 2002 to 2003 was principally due.to a $4.6.billion franchise impairment
charge in the fourth  quarter of 2002 which did not recur.in 2003 -and- the recognition of gains in 2003 of
$93 million related to unfavorable contracts and other, settlements and'gain on sale of system. The increase in
loss from operations and negative operating margins from-2001.t0.2002 was primarily as a result of a
$4.6 billion franchise impairment charge in the fourth quarter of 2002, partially offset by a 'decrease in

- amortization expense’ of $1.5 billion' as a result of the adoption -of'SFAS ‘No. 142, Goodwill and Other
Intangible Assets, which eliminated the amortization of franchises détermined to have an indefinite life. ,
Although we do not expect charges for impairment in the future of, comparable magnitude to, the fourth
quarter 2002 impairment charge; potential charges could occur due to changes in market conditions.

We have a 'h;isto‘ry- of net losses. Further, we expect to continue to report net losses for the foreseeable
future: Our net losses are principally attributable to insufficient revenue to cover our interest costs we incur
because of our high level -of debt, “the "depreciation expenses that'we incur resulting from the capital
investments we. have made in our cable properties, and the amortization and-impairment of our franchise :
intangibles. We expect that these expenses (other than amortization and impairment of franchises) will
. remain significant, and we therefore expect to continue to report net losses for the foreseeable -future,
- Additionally, reported losses allocated to minority interest on the statement of operations will be limited to the

" extent of any remaining _minority intcréét on the balance sheet relahté'd, to Charter Holdco. 'Accdrdingly, .
commencing in 2004, we expect to absorb all, or substantially all, future losses before income taxes because
minority interest in Charter Holdco was substantially eliminated at December 31, 2003. For the year ended
December 31, 2003, 53.5% of our losses before income taxes were classified as minority interest.

Critical Accounting Pplibies and Estimates , ‘
"+~ Certain ‘of our accounting policies requiré-our management to mdke difficult, subjective or complex
judgments. Management has discussed these -policies with the Audit Committee of Charter’s board of
directors and the Audit Committee has reviewed the following disclosure. We consider the following policies
to'be the most .critical in understanding the- estimates, assumptions -and judgments that are ‘involved in
preparing our financial statements and the uncertainties that could affect our results of operations, financial
condition and cash flows: S ~ ’ :

"+ Capitalization of labor and overhead éosts; )
* o Useful lives of ‘property, ‘plant and- equ-ipfnéﬁt; . : ; Coe el
e Irripairmént of’ p;ébérty, pla'nt:, and équibmc}lt,- ffanchises,- and 'goodwill;';

. A,IAncorvne taxes; and . | |

i+« Litigation.

. In addition, there are other items within our findncial statements that require estimates or judgment but
are not deemed critical, such as the allowance for doubtful accounts, but changes in judgment, or estimates in
these other items could also have a material impact n our financial statements? ) ’

Capitalization of labor and overhead costs. - The cable industry is capital intensive, and a large portion of
our resources are spent on capital: activities associated with-extending, rebuilding, and upgrading our cable
network. As of December-31, 2003 and 2002, the net carrying amount of ‘our property, plant and equipment
(consisting primarily of cable network assets) was approximately $7.0 billion (representing 33% of total
assets) and $7.7 billion (representing 34% of total assets), respectively. Total capital expenditures for the
years ended December 3i; 2003, 2002 and 2001 were approximately $854 million, $2.2 billion and $2.9 billion,
respectively. coor T N g ' S ‘ S

" Costs associated with.-network construction, initial customer installations, installation refurbishments and

the addi,tion‘ of network cqujpmcnt necessary toprovide advdnced services are capitalized. Costs capitalized as
"part of initial customer.installations include materials, direct labor, and certain indirect costs. These indirect
Costs are associated with the activities of personnel who assist in.connecting and activating the new service and
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_consist of compensatlon and overhead costs assoc1ated with these support functions. The costs of discon-

-necting service at a customer s dwelhng Of reconnecting service to-a prev1ously installed dwelling are charged

o operatmg expense in the period mcurred ‘Costs for repairs-and maintenance areacharged to operating

expense as incurred, while equipment replacement ‘and betterments, 1nclud1ng replacement of cable drops
from the pole to'the dwelling, are capitalized.

Direct labor costs directly associated with capital projects are capltallzed We capltahze direct labor costs
associated w1th personnel. based upon the specific time devoted to metwork construction and customer
mstallatmn ‘activities. Capitalizable activities performed in connection w1th customer 1nstallat10ns include:

. Scheduhng a “truck roll” to the customer s dwelling for service connection;

« Verification of serviceability to the customer s dwelling (i.e., determining whether the customer’s
dwelling is capable of receiving service by our, cable network and/or receiving advanced or data
services); o C e

-+ Customer premise activities performed by in-house field technicians and_third-party contractors in
' connection with customer installations, installation of network equipment in connection w1th the
- installation of expanded services and equipment replacement and betterment; and »

. Venfymg the integrity of the customer’s network connection by 1mt1at1ng test srgnals downstream from
the headend to the customer’s digital set-top terminal. -

We capitalized 1nternal dlrect labor costs of $88 million, $173 million and $171 mﬂhon for the years
ended December 31, 2003 2002 and 2001, respectively. Capitalized internal direct labor costs decreased in
2003 compared to 2002 pnmanly due to the substantial completlon of the upgrade of our systems and a
decrease i in the amount of capitalizable 1nstallat10n costs.

Judgment is required to determingé the extent to which indirect costs (“overhead™) are incurred as a
result of specific' capital activities, and therefore should be capitalized. We capitalize overhead using an
overhead rate applied to the amount of direct labor capitalized. We have established the overhead rates based
on an analysis of the nature of costs incurred in support of capitalizable activities and a determination of the
portion of costs that is directly attributable to capitalizable activities. The primary costs that are included in
the determination of the overhead rate are (i) employee benefits and payroll taxes associated with capitalized
direct labor,: (ii) direct variable costs associated -with capitalizable activities, consisting primarily of
installation and construction vehicle costs, (iii) the cost of support personnel, such as dispatch, that directly

" assist with capltahzable mstallatlon actlvmes and (ivy mdlrect costs dlrectly attributable to capltahzable
activities. - - . R

Whﬂe we believe our exrstrng capltahzatlon pOhClCS are appropnate a s1gmﬁcant change in the. nature or
- .extent of our system activities could affect management’s. Judgment about the extent to which we should
capitalize direct labor or overhead i in. the- future. We monitor the appropriateness of our capitalization policies,
and perform updates to our internal overhead study on a penodlc basis to determine whether facts or
circumstances warrant a change to our capitalization policies. We capitalized overhead of $86 million,
$162 million and $134 million, respectlvely, for the years ended December 31, 2003, 2002 and 2001

Useful lives of property, plant and equipment. We evaluate the appropriateness of estimated useful lives
-assigned to our property, plant and equipment, and revise such lives to the extent warranted by changing facts
and circumstances. Beginning in January 2000, we commenced a significant initiative to rebuild and upgrade
portions of our cable network. We reduced the useful lives of certain assets with a book value of $1.1 biltion in
2000 and an additional $125 million in. 2001. These assets were expected to be replaced and retired through
that process in approximately one- to three years, representing management’s best estimate of the expected
' pattern of the retirement from service of such assets. A significant change in assumptions about the-extent or
. timing of future asset usage or. retlrements could-materially affect future depreciation’ expense. SEREEE

Depreciation expense . related to property,,.plant and equipment’ totaled‘$1 5 -billion, $1.4 brlhon and .

$1.2 billion, representing approx1mately 34%, 16% and 24% of costs and. expenses, for the years ended
December 31, 2003, 2002 and 2001, respectlvely Of these amounts, approxrmately $183 million and
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$352 million for the years cndqd D;cember‘SI,’, 2002“"‘and 2001, respgdtivefy, felates to Anetwork"e;"ssséts which
were replaced and retired over the three- -year period of the rebuild initiative. Depreciation is recorded using
the straight-line method over management $ estimate of the estlmated useful hves of the related assets as
follows: P

- Cable distribution systems ... . . ST S e s R 7.-'15» y‘ea.r‘s;'

~ Customer equipment énd'instéllétions o e e . 3-5years
Vehicles and equipment............ e e 1-5 years
Buildings and leasehold 1mpr0vements. i U P 5415 years
Furniture andﬁxtures...............;...‘f.....':...'....‘_' ............. - 5 years

Impazrment of property ‘plant and equzpment franchzses ‘and goodwzll As discussed above, the net
carrying value of our property, plant and equipment is significant. We-also have 'recorded a significant amount
of cost related to franchises, pursuant to which we are granted the right to operate our cable distribution
network throughout our service areas. The net carrying value of franchises as of December 31, 2003 and 2002
was approximately $13.7 billion (representing 64% of total assets) and $13.7 billion (representing 61% of total
assets), respectively. Furthermore, we recorded approximately -$52. million of goodwill. as. a result of the
acqulsmon of High Speed Access in February 2002.

We adopted SFAS No. 142 on January 1, 2002. SFAS No. 142 requires that franchise 1ntang1ble assets
that meet the indefinite life criteria no longer be amortized against earnings but instead must be tested for
impairment annually or more frequently as warranted by events or chariges in cxrcumstances In determining
whether our franchises have an indefinite life, we considered the exclusivity of the franchlsc the expected
costs of franchise renewals, and the technological state of the associated cable systéms with a view to whether
or not we are in compliance with any technology upgrading requirements. We have concluded that as of
January 1, 2002, December 31, 2002 and December 31, 2003 more than 99% -of our franchises qualify for
indefinite hfe treatment under SFAS No. 142, and that less than one percent of our ‘franchises do not qualify
for indefinite-life treatment due to'technological or. operational factors that limit their lives. Costs of finite-
lived franchises, along with costs associated with franichise renewals, will be amortized on a straight-line basis
over 10 years, which represents mariagement’s best estimate of the average remaining useful lives of such
franichises. Prior to the adoption of SFAS No. 142, our franchises were amortized over an average useful life of
15 years. Franchise amortization expense related to franchises not qualifying. for indefinite life treatment
totaled $9 million for each of the years ended December 31, 2003 and 2002. Franchise amortization expense
was $1.5 billion, representing approximately 29% of costs and expenses, for the year ended December 31,
2001. We expect amortization expense on franchise assets will decrease to approximately $4 million annually
based on our ability in 2003 to renew franchise agreements we previously classified as having finite lives
without substantial costs. Actual amortization expens’é to. be reported-in future periods could differ from these
estimates as a result of new 1ntang1ble asset acquisitions or divestitures, changes in useful lives and other’ ’
relcvant factors. Our goodw111 is also deemed to have an 1ndeﬁn1te life under SFAS’No. 142,

‘ SFAS No: 144, Accountmg for Impairment or Disposal of Long-szed Assets requires that we evaluate
the recoverability of our property, plant and equipment and franchise assets which did not qualify for indefinite
life treatment under SFAS No. 142 upon the occurrence of events or changes in circumstances which indicate
that the carrying amount of an asset may not be recoverable. Such events or.changes in circumstarces could
include such factors as changes in technological advances; fluctuations in the fair value of such assets; adverse
changes in relationships with local franchise authorities, adverse.changes in market conditions or poor
operating results. Under SFAS No. 144, a long-lived asset is deemed impaired when the carrying amount of -
the asset exceeds the projected undiscounted future cash flows associated with the asset. Furthermore, we
were required to evaluate the recoverability of our indefinite life franchises, as well as goodwill, as of
January 1, 2002 upon adoptlon of SFAS No. 142, and on an’ annual ba51s or more frcquently as deemed
necessary. : . :

* Under both SFAS No. 144 and SFAS No. 142, if an asset is determined to be 1mpa1red it is requlrcd to
be written down to its estimated fair market value. We determine falr ‘rharket ‘valué baséd on estimated
dlscounted future cash flows, using reasonable  and appropnate assumptlons that are con51stent with internal
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forecasts. Our-assumptions include these and other factors: penetration rates for analog and digital video and
high-speed data, revenue growth. rates, expected:operating margins. and capital ‘expenditures. Considerable
management judgment is necessary to estimate future cash flows, and such estimates include inherent
uncertainties, including those relating to the timing and amount of future cash flows and the discount-rate used

“in the calculation. We utilize an independent third- -party appraiser with expertise m the cable mdustry to assist
in the -determination of the fair value of intangible assets -

During the first quarter of 2002 we had an mdependent appraxser perform Valuatlons ‘of dur franchises as -
of January 1, 2002. Based on the guidance prescribed in Emerging Issues Task Force (“EITF”) Issue
-No. 02-7, Umt of Accounting for Testing of Impairment of Indefinite-Lived Intangible Assets, franchises were
aggregated into essentially inseparable asset groups to conduct the valuations. The asset groups generally
represent geographic clusters of our cable systems, which management believes represent the highest and best
use of those assets. We determined that our franchises were impaired and as a result recorded the cumulative
effect of a change in accounting principle of $206 million (approximately $572 million before minority interest
effects of $306 million and tax effects of $60 million). As required by SFAS No 142, the standard has not
been retroactively applied to results for the period prior to adoption. :

We performed our annual impairment assessment as of October 1, 2002 using an independent third-party
appraiser and following the guidance of EITF Issue 02-17, Recognition of Cistomer Relationskip Intangible
Assets Acquired in a Business Combination, ‘which was issued in October 2002 and requires the consideration
of assumptions that marketplace participants would consider, such as expectations of future contract renewals
and other benefits related to the intangible asset. Revised estimates of future cash flows and the use of a lower
projected long-term growth rate in our valuatlon 1ed to recogmtlon of a $4.6 bllhon 1mpa1rment charge in the
fourth quarter of 2002 : -

The independent third party appraiser’s Valuatlons as of January 1,-2002, October 1, 2002 and October 1,
2003, yielded total enterprise values of approximately $30 billion, $25 billion and $25 ‘billion, respectively,
which included approximately $2.4 billion, $3.1 billion and $3.2 billion, respectively, assigned to customer
refationships. SFAS No. 142 does not permit the recognition of intangible assets not previously recognized.
Accordingly, the impairment included approximately $572 million and $3.1 billion, before tax effects,
attributable to customer relationships as of January 1, 2002 and October 1, 2002, respectively. The valuation
completed at October 1, 2003 showed franchise values in excess of book value and thus resulted in no
impairment. Additionally, as a result of the sale of Port Orchard; Washlngton cable system on October 1,
2003, net carrying values of franchises were reduced by $42 mllhon :

The valuations involve numerous assumptlons as noted above. Whlle the economic conditions at the time
of each valuation mdlcate that the combination of assumptions utilized in the appraisals are reasonable, as
market conditions chang_e‘ so will. the assumptions with a resulting impact on the valuation. : :

Income Taxes. 'All operationsare held through Charter Holdco and its direct and ‘indirect subsidiaries.
Charter Holdco and the majority of its subsidiaries are not subject to income tax. However, certain of these -
subsidiaries are corporations and are subject to income tax. All of the taxable income, gains, losses, deductions
and_credits of Charter Holdco are passed through to its members: _Charter, Charter Investment, Inc. and
Vulcan Cable 111, Inc. Charter is responsible for its share of taxable mcome or loss of Charter Holdco
_allocated to it in accordance with the Charter Holdco limited Jiability. company agreement (“LLC
Agreement”) and partnership tax rules and regulations.

» The LLC Agreement prov1des for certain special allocanons of net tax proﬁts and net tax losses (such net
tax profits and net tax losses being determined under the applicable federal income tax rules for determining
capital accounts). Pursuant to the LLC Agreement, through the end of 2003, net tax losses of Charter Holdco
that would otherwise have been allocated to Charter based generally on its percentage ownership of
outstanding common units were .allocated instead to membership units held by Vulcan Cable Iil, Inc. and
" Charter Investment, Inc: (the “Special Loss Allocations™) to the extent of their respective capital account
balances. After 2003, pursuant to the LL.C Agreement, net tax losses of Charter Holdco are to be allocated to
Charter, Vulcan Cable I, Inc. and Charter Investment, Inc. based generally on their respective percentage
ownership of outstanding common units to the extent of their respective capital account balances."The LLC .

41




Agreement further provides that, beginning at the time Charter Holdco generates net. tax profits, the net tax
profits that. would -otherwise have been allocated to-Charter based ‘generally on its percentage ownership of
outstanding common-membership units will instead generally be .allocated to. Vulcan Cable III, Inc. and
Charter Investment, Inc. (the “Special. Profit Allocations”). The Special Profit Allocations to Vulcan
Cable III, Inc. and Charter Investment, Inc. will generally continue until the cumulative amount of the
Special Profit Allocations offsets the cumulative- amount of the Special Loss Allocations. The amount and
timing of the Spec1al Profit Allocations are subject to the potential application of, and interaction with, the
Curative Allocatlon Provisions described in the following paragraph. The LLC Agreement generally prov1des
that any addltlonal tiet tax profits are to be allocated arnong the members of Charter' Holdco based generally
on their respective percentage ownershlp of Charter Holdco common membershlp units. ‘

‘Because the respective: oapxtal account balance of each of Vulcan Cable II1, Inc. and Charter Investment,
Inc. was reduced to zero by December 31, 2002, certain net tax losses of Charter Holdco that were to be
allocated for 2002, 2003 (subject to resolution of the issue described in “Certain Relationships and Related
Transactions — Transactions Arising Out of Our Organizational Structure and Mr. Alien’s Investment in
Charter and Its Subsidiaries — Equity Put Rights — CC VIII” in the Charter Communications, Inc. 2004
Proxy Statement available at www.sec.gov) and possibly later years to Vulcan Cable II1, Inc. and Charter
Investment, Inc. will instead be allocated to Charter (the “Regulatory Allocations”). The LLC Agreement
further provides that, to the extent.possible, the effect of the Regulatory Allocations is to be offset over time
pursuant to certain curative allocation provisions (the “Curative Allocation Provisions™) so that, after certain
offsetting adjustments are made, each member's capital account balance is.equal to the capital account
balance such member would have had if the Regulatory Allocations had not been part of the LLC Agreement.
The cumulative amount of the actual tax losses allocated to Charter as a result of the Regulatory Allocations
through the vear ended December 31, 2003 is approximately $2.0 billion to $2.6 billion pending the resolution
of the issue described in “Certain Relationships and Related Transactions — Transactions Arising Out of Our
Organizational Structure and Mr. Allen’s Investment in Charter and Its Subsidiaries — Equity Put Rights —
CC VIII” in the Charter Communications, Inc. 2004 Proxy Statement available at www.sec.gov.”

As a result of the Special Loss Allocations and the Regulatory Allocations referred to above, the
cumulative amount of losses of Charter Holdeo allocated to Vulcan Cable II1, Inc. and Charter Investment,
Inc. is in excess of the amount.that would.Have been allocated to such entities if the losses of Charter Holdco
had been allocated among its members in proportion to their respective percentage ownership of Charter
Holdco common membership units. The cumulative amount of such excess;losses was approximately
$3.1 billion through December 31, 2002 and $2.0 billion to $2.5 billion through December 31, 2003, depending
. upon the résolution of the issue described in “Certain Relationships and Related Trahsactions — Transactions
Arising Out of Our Organizational Structure and Mr. Allen’s Investment in Charter and Its Subsidiaries —
Equity Put Rights — CC VIII” in the Charter Commumcatlons, Inc. 2004 Proxy Statement available at
WWW.SeC.gOV.

In certain s1tuat10ns the Special Loss Allocatlons Spec1al Profit Allocations, Regulatory Allocations and
Curative Allocation Provisions described above could result in Charter paying taxes in an amount that is more
or less than if Charter Holdco had allocated net tax profits and net tax losses among its members based
generally oni the number of common membership units owned by such members. This could occur due to
differences in (i) the character of the allocated income (e.g., ordinary versus capital), (ii) the allocated
amount and timing of tax depreciation and tax amortization expense due to the application of section 704(c)
under the Internal Revenue Code, (iii) the potential interaction between the Special Profit Allocations and
the Curative Allocation Provisions, (iv) the amount and timing of alternative minimum taxes paid by Charter,
if any, (v) the apportionment of the allocated income or loss among the states in which Charter Holdco does
business, and (vi) future federal and state tax laws. Further, in the event of new capital contributions to
Charter Holdco, it'is possible that the tax effects of the Special Profit Allocations, Special Loss Allocations,
Regulatory Allocations and Curative Allocation Provisions will change significantly pursuant to the provisions -
of the income tax regulations. Such change could defer the actual tax benefits to be derived by Charter with
respect to the net tax losses allocated to it or accelerate the actual taxable income to Charter with respect to
the net tax:profits allocated to it. As a result, it is possible under certain circumstances, that Charter could
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receive future allocations of taxable income in excess of its currently allocated tax deductions and avallable tax
loss carryforwards

In addition, under their exchange agreemerit with Charter, Vulcan Cable III, Inc. and Charter

Investment, Inc. may exchange some or all of their membership units in Charter Holdco for Charter’s Class B
common stock, be merged with Charter, or be acquired by Charter in a non-taxable reorgamzatlon If such an

" ‘exchange were to take place prior to the date that the Special Profit Allocation provisions had fully offset the

Special Loss Allocations, Vulcan Cable 111, Inc. and Charter Investment, Inc. could elect to cause Charter
Holdco to make thie remaining Special Profit Allocations 16 Vulcan Cable 111, Inc. and Charter Investment,
Inc. immediately prior to the consummation of the exchange. In the event Vulcan Cable III, Inc. and Charter

___Investment, Inc. choose not to make such election or to the extent such allocations are not possible, Charter

. would then be allocated tax ‘profits attributable to-the-membership. units received in such exchange puisuant to

."the Special Profit Allocation provisions. Mr. Allen has generally agreed to reimburse Charter Tor- any”

“incremental income taxes that Charter would owe as a result of such an exchange and any resultmg future
Spemal Profit Allocations to Charter -

As of December 31, 2003 and 2002, we have recorded net deferred income tax liabilities of $417 millioﬁ
and $519 million, respectively.’ Additionally, as of December 31, 2003 and 2002, we have deferred tax assets of
$1.7 billion and $1.5 billion, respectively, which primarily relate to financial and tax losses allocated to Charter

- from Charter Holdco. We are required to record a valuation allowance when it is more likely than not that

some portion or all of the deferred income tax assets will not be realized. Given the uncertainty surrounding
our ability to utilize our deferred tax assets, these items have been offset with a corresponding valuation
allowance of $1.3 billion and $l 4 billion at December 31, 2003 and 2002, respectively.

We are currently under examination by the Internal Revenue Service for the tax years . endmg

December 31, 1999 and 2000. Management does not expect the results of this examlnatmn to have a material
adverse effect on our consolidated financial condition, results- of operations .or. our hquldlty, mcludmg our

ability to comply w1th our debt covenants,

Lz’tz'gation. As described in the “Legal Proceedings” section of the Charter Communications; Inc. 2003
Annual Report on Form 10-K available at www.sec.gov, numerous allegations have been made against us.
These legal contingencies have a high degree of uncertainty. No reserves have been established for these
matters because we are unable to predict the outcome. When a contingency becomes estimable and probable,
a reserve is established. We have established reserves for-certain other matters. If any of the litigation matters
described are resolved unfavorably, such resolution could have a material adverse effect on-our consolidated
financial condition, results of operations or our hqmdlty, including our ablhty to comply -with our debt
covenants. :
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_Results of Operations

The following table sets forth the percentages of revenues that items in the accompanying consolidated
statements.of operations constitute for the indicated periods (dollars in m11110ns except per share and share

data): .

Revenues......... S UL

Costs and Expenses:

~ Operating (excluding depreciation
and amortization) ............

l- Selling, general and administrative
‘Depreciation and amortlzatlon e
- Impairment of franchises ........
Gain on sale of system ..........

Option compensation expense
(income), net.............nn.

. Special, charges, net .............
Unfavorable contracts and other

settlements .............. e

Income (loss) from opérations .’ . ... ’

- Interest expense, net ......... P

Gain (loss) on derivative mstrumentsv

and hedging activities, net........
Gain on debt exchange, net ........
 Loss on equity investments ... ..... ..
Other, pet'....... PR SR
Loss before wmmonty interest, income

taxes.and cumulative eﬂ"ect of-
accounting change ........ . .....

Minority interest............ e
Loss before income taxes and

cumulative effect of accountmg
change ........ i e

Income tax benefit . ... .0 ..........

Loss before cumulative effect of
‘accounting change ........ e .

Cumulative effect of accounting
change, netof tax ........... .

Dividends on. preferred stock —
redeemable ... 0 0L 0L .

Net loss apph_cable to common stock

Loss per common share, basic and
diluted ............. ... ... ...,

Weighted average common shares

outstanding ................ R

Year Ended December 31, -

2001
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© 2003 - 2002
$ 48197 100% $ 4566 100% $ 3807 100%
1952 40% | 1807  40% 1,486 39%
940  19% . 963  21% 826 22%
L1479 31% . - 1,439 - 31% - - 2693 TI%
- - 4,638 -102% DU ——
(21) — - = - -
4 = 5o — ). —
2 — 36 . 1% [ J—
. (72) (D% - = _. - =
4303  89% - - 8.888.° 195% _ - 5018 132%
S16° 1% (4322) (95)% (1,211 (32)%
(1,557) (1,503) - (1,310
65 ) "(115)- (50)
267 ’ ) R
- (3) o (3) : (54)
.(13) SRt . &)
(125)- (5944 (2630)
377 ~ 3,176 .- - 1461
(348) (2,768) (1,169)
110 460 12
(238) (2,308) (1,157)
— L (06) .(10)
(238) (2,514) (1,167)
BN C) @ W
$ (242) $  (2517) $  (1,168)
$ (0.82) s (8.55) $ . (433)
294,597,519 294,440,261 - 269,594,386




Year Ended December 31, 2003 Compared to Year Ended December:31, 2002

Revenues. f«Revenues increased by $253 million, or 6%, from $4.6 billion for the year ended A'Dece‘rn—

ber 31, 2002 to $4:8 billion for the year ended December 31, 2003. This increase is principally the result of an
- increase of 427,500 high-speed data customers, as well, as price increases for video and high-speed data ‘

services, and is offset partially by a decrease of 147,500 and 10,900 in analog and digital video customers,
respectively. Included within the decrease of analog and digital video customers and reducing the increase of
high-speed data customers are 25,500 analog video customers, 12,500 digital video customers and 12,200 high-
speed- data customers sold in the Port Orchard, Washington sale on October 1, 2003. Our goal is to increase
revenues by mitigating our past analog video customer losses, implementing limited price increases on certain

- -services and packages. and i mcreasmg revenues from incremental high-speed data services, digital videe and
advanced products and services such as d1g1tal video recorders, high deﬁmtlon telev1sron VOD and telephony

usmg VOIP to our ex1snng customer base and commercial customers

_ Average ~monthly Teévenue: per- analog video customer increased_from. $56.91 for the year ended

- ---December~3l,c2002 to_$61. 92 for the’ yedr ended December 31, 2003. Average monthly Tevenue pér analog.” =~~~ -

video customer represents total annual revenue drvrded by twelve d1v1ded by- -the average number of analog "~
video customers. S :
Revenues by service offering are as follows (dollars in millions):

" Year Ended December 31, ' o
2003 : ' 2002 ~ 2003 over 2002

: % of %of - . %
. Revenues Revenues Revenues - Revenues Change Change
Video. L. .. $3,461 72%  $3420 75%  $ 410 1%
ngh-speed data.......... e ‘ 556 12% 331 7% 219 - 65%
Advertising sales ............... . 263 5% 302 7% 39 . U)H%
Commercial ................ o204 4% 161 3% 43 27% -
Other 335 1% 346 - 8% (- (3%
| $4,819  100%  $4.566  100%  $253° 6%

Video revenues consist primarily of revenues from analog and digital video services provided to our non-
commercial customers. Video revenues increased by $41 million, or 1%, for the year ended December 31, 2003
compared to the year ended December 31, 2002. The increase was pnmanly due to pnce mcreases partrally
offset-by a decline in analog and dlgltal video customers. : : .

Revenues from high-speed data services: provrded to our non- commercml customers increased $219 mil-
lion, or 65%,, from $337 million for the year ended December 31, 2002 to $556 million for the year ended
December 31 2003. Approximately 93% of the increase related to the increase in the average number of
customers, whereas approximately 7% related to the increase in average price of the service. The increase was
primarily due to the addition of high-speed data customers within our existing service areas. We were also able
to offer this service to more of our customers, as the estimated percentage of homes passed that could receive

high-speed data sérvice increased from 82% as of December 31, 2002 to 87% as of December 31 2003 as a-

result of our system upgrades

Advertrsrng sales revenues . consrst primarily of revenues from commercral advertrsmg customers,
programmers and other vendors. Advertising sales decreased $39 million, or 13%, from $302 million for the
year ended December 31, 2002, to $263 million for the.year ended December 31,2003 primarily as a result of

a decrease in advertising from vendors offset partially by an increase in local advertising sales revenues. For the

years ended December 31, 2003 and 2002, we recelved $15 million and $79 million, respectwely, in advertrsrng
revenue from vendors.. ’ :

Commercral .FEvVenues consrst pnmanly of revenues. from vxdeo and hrgh speed data services to- our

commercral customers: Commercial Tevenues increased $43 million, - or 27%, from $161 million for the; year i
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ended December 31, 2002, to $204 mllhon for the year ended December 31, 2003, pnmanly due to-an increase
1n commerc1al high- speed data revenues.

Other revenues consist of revenues from franchrse fees, equrpment rental, customer 1nsta11at10ns home
shopping, dial-up Internet service, late payment fees, wire maintenance fees and other miscellaneous revenues.
For the year ended Décember 31, 2003 and 2002, franchise fees represented approximately 48% and 46%,
respectively, of total other revenues. Other revenues decreased $11 million; or 3%, from $346 million for the
year ended December 31, 2002 to $335 million for the year ended December 31, 2003. The decrease was due
primarily to a decrease in franchise fees after an FCC ruling in March-2002, no longer requiring the collection
of franchise fees for high- speed data services. Franchise fee revenues are collected from customers and
remitted to franchlse authorities. : :

The decrease in accounts recelvable of 27% compared to the increase in revenues of 6% is pnmanly due
to the timing of collection of receivables from programmers for fees associated with the launching of their
networks coupled with our tightened credit and collections policy: These fees from programmers are not
.recorded as revenue but, rather; are recorded as reductions of programming expense on a straight-line. basis
over the term of the contract: Programmer receivables decreased $40 million, or 57%, frorn $70 million as.of
December 31, 2002 to $30 million as of December 31, 2003 ) L e

~ Operating expenses Operatlng expenses increased:$145 million, or 8%, from $1.8 billion for the year
ended December 31, 2002 to $2.0 billion for the year ended December 31, 2003. Programming costs included
in the accompanying consolidated statements of operations were $1.2 billion and $1.2 billion, representing 64%
- and 65% of total operating expenses for the years ended December 31, 2003 and 2002, respectively. Key
expense components as a percentage of revenues are as follows (dollars in millions):

Year Ended December 31,

2003 : 2002 2003 over 2002

% of ’ % of : %
. . Expenses Revenues Expenses Revenues Change Change
Programming ................... $1,249 26%  $1,166 26%  $ 83 7%
- Advertising sales ........... 88 2% - 87 2% 1 1%
Service ....... PRI Y 615 12% 554 12% 61 11%
‘ $1952 . 40%  $1807 . 40%  §$145 . 8%

Programming costs consist primarily of costs paid to programmers for the provision of analog, premium
and digital channels and pay-per-view programs. The increase in programming costs of $83 million, or 7%, was
due to price increases, particularly in sports programming, and due to an increased number of channels carried
on. our systems, partially offset by decreases in analog and digital video customers. Programming costs were
offset by the-amortization of payments recéived from programmers in support of launches of new channels
against programming costs of $62 mrlhon and $57 mrlhon for the year ended December 31, 2003 and 2002
respectlvely ' ' .

Our cable programming costs have mcreased in every year we have operated in excess of customary
A1,nﬂat10nary and cost-of-living type increases, and we expect them to continue to increase due to a variety of
factors, including-additional programming being provided to customers as a result of system rebuilds that
increase channel capacity, increased costs to produce or purchase cable programming and inflationary or
negotiated annual increases. Qur increasing programming costs will result in declining video product margins
to the extent we are unable to pass-on cost increases to our customers. We expect to partially offset any
‘resulting margin compression from our traditional video services with revenue from advanced video services,
increased incremental high-speed data revenues, advertising revenues and commercial services revenues.

. Advertising sales expenses consist of costs related to traditional advertising" services provided to

advertising customers, including salaries and benefits and commissions. Advertising sales expenses increased
$1 million, or 1%, prirarily due -to increased sales commissions, taxes and benefits. Service costs consist
pnrnarlly of service personnel salarics-and benefits, franchise fees, systcm utilities, Internet service provider
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fees, maintenance and pole rent expense. The increase in service costs- of $61 million; or 11%, resulted
.primarily from additional activity associated with ongoing mfrastructure maintenance and customer service,
- including activities associated with our promotronal program. : -

Selling, general and admim‘strative expenses. 'Selling, general and administrative expenses decreased by
$23 million, or 2%, from $963 million for the year ended December 31, 2002 to. $940" million for the year
ended December 31, 2003. Key components of expense as a percentage of revenues are as follows (dollars in

mrlhons) ,
» Year Ended Decernber 31, L .
2003 2002 . 2003 over 2002
’ % ‘of . % of %
Expenses Revenues  Expenses - Revenues = Change * - Change
General and admrnrstratrve ....... $833 17% $810 18%. - $23 3%
Marketrng..'.* ..... Ccoctooo 10T 2% 153 3% _(46) . (30)% -
' 5940 19% - $963 - 21% . $(23) " @% -

General and administrative expenses consist primarily of salaries and benefits, rent expense, billi‘ng Costs,
call center costs, internal network costs, bad debt expense and property taxes. The increase in general and
administrative expenses_of $23 million, or 3%, resulted primarily from increases in salaries and. benefits of
$4 million, call center costs of $25 million and internal network costs of $16 million. These increases were
partially offset by a decrease in bad debt and- collectron expense of $27 million as we continue to realize
benefits from our strengthened eredit pohcres S

Marketing expenses “decreased $46 million or 30%, due to reduced promotion'z'il‘ activity rélated to our
service offerings including reductions in advertising, telemarketrng and direct sales activities. However, we. -
expect marketing expenses to increase in 2004, . ot SR ' o

Depreczatlon and amortlzatzon Deprecratron and amomzatron expense increased by $40 million, or 3%,
from $1.4 billion in 2002 to $1.5 billion in 2003 due primarily to an increase in depreciation expense related to
additional capital expenditures in 2003 and 2002.

* “Impairment.of franchises. . We _performied our annual impairment assessments. on October 1, 2002 and
2003 using an independent third-party appraiser. Revised estimates-of- future cash flows and the use of a Jower
projected long-term growth rate in our valuation led to a $4.6 billion impairment charge i in the fourth quarter )
of 2002. Our 2003 assessment performed on October 1, 2003 did not result in an impairment. We do not
expect to incur impairment charges of comparable magnitude to the 2002 charge in the future.

Gain on sale of system. Gain on sale of. system of $21 miliion for the year ended December 31, 2003
represents the gain recognized on the sale of cable systerns in Port Orchard Washmgton whrch closed on .
Octoberl 2003.

Optzon compensation expense 1ncome) net - Option compensation expense decreased by $1 million for
the yéar ended December 31, 2003 compared to, the year ended December 31, 2002.. Option compensation
expense includes expense- related to exercise prices on certain options that were issued prior to our initial
public offering in 1999 that were less than the estimated fair values of our common stock at the time of grant.
Compensation expense is being recognized over the vesting period of such options and will continue to_ be
recorded until the last vesting period lapses in April 2004. On January 1, 2003, we adopted- SFAS No. 123,
Accounting for Stock-Based Compensation, using. the. prospective method under which we will recognize
compensation expense of a stock-based award to-an employee over the vesting period based on the fair value of
the award on the grant date.

Special charges, net. Special charges of $21 million for the year ended December 31, 2003 represent -
approximately. $26 million of severance.and related ¢osts of our ongoing initiative to reduce our workforce
partially offset by a $5 million credit from a settlement from the Internet service provider Excite@Home
related to the conversion of about 145,000 high-speed data customers to our Charter Pipeline service in 2001.
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In the fourth quarter of 2002, we recorded a special charge of $35 million, of which $31 million is associated
with our workforce reduction program. The remaining $4 million is related to legal and other costs associated.
with our shareholder lawsuits and governmental investigations. We expect.to continue fo record additional -
special charges in 2004 related to the reorganization of our operatlons and costs of litigation.

Unfavorable contracts and other settlements. Unfavorable contracts and other settlements-of $72 mil-
lion for the year- ended December 31, 2003 represents the setilement of estimated labilities recorded in
connection with prior business combinations. The majority of this benefit (approximately $52 million)-is due
to the rénegotiation in 2003 of a major programming contract, for which a liability had been recorded for the
above market portion of that agreement in conjunction with the Falcon acquisition in 1999 and the Bresnan
acquisition in 2000. The remaining benefit relates to the reversal of previously recorded liabilities, which,
based on an evaluation of current facts and circumstances, are no longer required.

Interest expense, net: 'Net interest expense increased by $54 million, or 4%, from $1.5 billion for the year
ended December 31, 2002 to $1.6 billion for the year ended December 31, 2003. The increase in net interest
expense was a result of increased average debt outstanding in 2003 of $18.9 billion compared to $17.8 billion in
2002, partially offset by a decrease in our average borrowing rate from 8.02% in 2002 to 7.99% in 2003. The
increased debt was pnmarﬂy used for capital expenditures.

Gam ( loss) on derivative instruments and hedging activities, net. Net gain on derivative instruments
and hedging activities increased $180 million from a loss of $115 million for the yvear ended December 31,
2002 to a gain of $65 million for the year ended December 31, 2003. The increase is primarily due to an
increase in gains on interest rate agreements, which do not qualify for hedge accounting under SFAS No, 133,
Accounting for Derivative Instruments and Hedging Activities, which increased from a loss of $101 million for
the year ended December 31, 2002 to a gain of $57 million for the year ended December 31, 2003.

Gain on debt exchange, net. Net gain' on debt exchange of $267 million for the year ended
December 31, 2003 represents the gain realized on the purchase, in a non-monetary transaction, of a total of
$609 million principal amount of our outstanding convertible senior notes and $1.3 billion principal amount of
Charter Holdings’ senior notes and senior discount notes in consideration for a total of $1.6 billion principal
amount of 10.25% notes due 2010 issued by our indirect subsidiary, CCH' II. The gain is net of the write- oﬁ of
deferred financing: costs associated with the retired debt of $27 million.

*Loss on equity investments. Loss on equity investments remained constant at $3 million for the years
ended Decémber 31, 2003 and 2002. Loss on equity investments is primarily due to losses on 1nvestments
carried under the equlty method of accounting offset by reahzed gains on marketable securltles

Other expense, net. Other expense increased by $12 million from $1 milljon in 2002 to $13 million in
2003. This increase is primarily due to increases in costs associated with amending a revolvmg credit fac1hty of
our subsidiaries and costs associated with terminated debt transacnons

- Minority interest. Minority interest represents the allocation of losses to the minority interest based on
ownership of Charter Holdco, the 10% dividend on preferred membership units in our indirect subsidiary,
Charter Helicon, LLC and the 2% accretion of the preferred membership. interests in our indirect subsidiary,
CC VIII, LLC, and since June 6, 2003, the pro rata share of the profits-of CC VIIL, LLC. See “Certain
Relationships and Related Transactions — Transactions Arising Out of Our Organizational Structure and
Mr. Allen’s Investment in Charter Communications, Inciand Its Subsidiaries — Equity:Put Rights — CC
VIII” in the Charter Communications, Inc. 2004 Proxy Statement available at www.sec.gov. Additionally,
reported losses allocated to minority-interest on the statement of operations will be limited to the extent of any
remaining iminority interest on the balance sheet related to Charter Holdco. Accordingly, commencing in
2004, Charter expects to absorb all, or-substantially all, future losses before income taxes because minority
interest in Charter Holdco was substantially eliminated at December 31, 2003.  For the year ended

December 31,2003, 53.5% of our losses before income taxes were classified as minority interest.

Income Tax Benefit. Income tax benefit of $110 million and $460 million was recognized for the years
ended December 31, 2003 and 2002; respectively. The income tax benefit was realized through decreases in
certain deferred tax liabilities related to our investment in Charter Holdco, as well as to the change in the
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deferred tax habrhues of certain of our indirect corporate subsidiaries. In 2003, Charter received tax loss
allocations from Charter Holdco. Prev1ously, the tax losses had been allocated to Vulcan Cable III Inc. and
~ Charter Investment, Inc. in accordance with the Special Loss Allocatlons provided under the Charter Holdco
s -=l limited lrablhty company dgreement. We do not expect to recognize a similar benefit related to our investment
L. .. in Charter "Holdco after 2003 die tolimitations-on-our. ability to offset future tax -benefits against the
. remaining deferred fax liabilities.: However, the actual tax provision calculatron in future penods w1ll be the - -
result’ of current and future temporaxy dlﬂ“erences as well as future operating results, " " - -

Cumulanve effect of accountmg change net of tax Cumulatlve eﬁ”ect of accountmg change in 2002

represents the impairment charge. recorded as-a result of adopting SFAS No. 142. - - - = -

Net loss.” Net loss decreased by $2 3 bllhon ‘or 91%, from $2 5 billion in 2002 to $238 million in 2003 as -
‘a result of the factors described above. The impact of the gain on sale of system, unfavorable contracts and
settlements and gain on debt exchange, net of minority interest and income tax impacts, was to decrease net
loss by $168 million in-2003. The. 1mpact of the 1mpa1rment of franchises”and the cumulative effect of
dccounting: change net of rnmonty mterest and income tax 1mpacts was 10°intrease net loss by $1.6 billion in
2002, R : .

Preferred stack dividends. - On August 3l 2001 Charter 1ssued 505 664 shares {and on February 28,
2003 issued an additional 39,595 shares) -of Series-A. Convertible Redeemable Preferred.Stock in connection
_with the Cable USA acquisition in August 2001, on which it pays a quarterly cumula‘uve cash dividends at an
‘annual rate of 5.75% on a hquldatlon preference of $100 per share : -

Loss per common share “The loss per common share decreased by $7.73, from $8.55 per common share
- -~ for the year ended December 31, 2002 t0'$0.82 per commbon share for the year ended December 31, 2003 as a
result of the factors describeéd above TR e 20
Year Ended December 31, 2002 Compared to Year Ended December"31 2001 "

Revenues. Revenues 1ncreased by $759 mllllon or 20%, from $3.8. bllhon in 2001 to $4 6 billion in 2002.
This increase is pnncrpally the result of an mcrease of 538,000 and 585,200 in the number of digital video and
high-speed data customers, respectlvely, as-well as price increases, and is offset by a decrease of 357,400 in
analog video .customers. Average monthly Tevenue per analog video customer increased from $45.68 in 2001 to
$56.91 in 2002 Average monthly revenue per analog video custorer represents total annual revenue, divided
by twelve divided by the average number of analog v1deo customers . :

R Revenues by seryice oﬁ“enng;,are as‘follows (dollars in m;lllons):
‘ : Um0 700 2 Year Ended December 31,

e 2002 L2000 o 2002 over 2001 - .
' o S%of T %hof-- %
‘ . _ . .~ Revenues :’Reven‘ues - Revenues Revenues Change Change -

Video........... T L. $3420 0 75%, 82971 . 8% .. $449 15% -
High-speed data. . . T 337 7% . 148 4% 189 128%
Advertising sales .............. L3020 T% 97 5% 105 53%
Commercial . ............. oo 161 T 3% 123 3% 38 31%
Other:.......0. .0 ... ...... 346 - 8% 368 _10% (22) (6)%

84,566 - 100%  $3,807  100%  $759 20%

Video revenues consist primarily of revenues from analog and digital video services provided to our non-
commercial customers. Video revenues increased by $449 million, or 15%, to $3.4 billion in 2002 compared to
$3.0 billion in 2001. The increase was due to a full year of revenue from the AT&T Broadband systems
acquired in June 2001, general price. increases and the addition of approximately 538,000 digital video
customers. partially offset by a reduction of approx1mately 357 400 analog vrdeo customers Overall the net
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increase in the average number of customers resulted in approxnnately 7% of the increase in video revenue,
whereas approxrmately 93% resulted from the increase in average price’ of our video products.

Revenues from hrgh speed data services provided to. our non-commercral customers mcreased $189 m11-
lion, or 128%, from $148 million for the year ended December 31, 2001 to $337 million for the year ended
December 31, 2002. Approximately 73% of the increase related to the increase in the average number of
customers, whereas approximately 27% related to the increase in average price of the service. The increase was
primarily due to the addition of 585,200 high-speed data customers, Between 2001 and 2002, we were able to
offer this service-to more of our customers, as- the estimated percentage of homes passed that could receive
high-speed data service increased from 66% to 82% as a result. of our ongoing system upgrades. -

- Advertising ’ sales: revenues consist primarily . of revenues frorn commercial advertising customers,
programmers and other vendors. Advertising sales increased $105.million, or 53%, from $197 million in 2001
~to $302 million in 2002. The increase was_ due to an increase -of :$53 million, from $13 million in 2001 to
$66 million in 2002, in advertising contracts with programmers, $40, mllhon of additional sales primarily due to
the increased advertising capacity as a.result of an. increased number of channels carried by our systems and
$14 million related to the acquisition of AT&T Broadband systems in June 2001. For the years ended
December 31, 2002 and 2001, we received $13 million and $14 million, respectively, in advertising revenues
from our two largest suppliers of digital set-top- terminals representmg 0.3% and -0.4% of total revenues,
respectively. Revenues from advertising provided to vendors and programmers are recognized based upon the
fair value of advertising. Vendor advertising purchases are made pursuant to written agreements that are
generally consistent with other third-party .commercial advertising agreements and at prices that we believe
approximate fair value. In somg cases we purchased equipment from the vendors at the same time.

Commercial revenues consist primarily of revenues from video -and high-speed data.services to our
commercial customers. Commercial revenues increased $38 million;-or 31%, from  $123 million for the year
ended December 31, 2001, to $161 million for the year ended December 31,2002, pnmanly due toan mcrease
in commercial high-speed data revenues.. . - e :

Other revenues consist of revenues frorn franchrse fees, equ1pment rental, customer 1nsta11at10ns home
shopping, dial-up Internet service, lat€ payment fees, wire maintenance fees'and other miscellaneous revenues.
For the years ended December 31, 2002 and 2001, franchrse fees represented ‘approximately 46% and 39%,
respectively, of total other revenues. ' Other revenues decreased $22 million, or 6%, from $368.million for the
year ended December 31, 2001 to $346 million for the year ended December 31, 2002. The decicase was due
‘to decreases in late payment fees charged to customers and other m1sce1]aneous revenues. Franchise fee
revenues are collected from customers and remltted to franchise authontles »

The decrease in accounts receivablé of 11% compared to the i increase in revenues of 20% is prrmarrly due
to the timing of collection of receivables from programmers for fees associated with the launching of their
networks, coupled with our tightened credit and collections policy. These fees from programmers are not -
recorded as revenue but, rather, are recorded as reductlons .of programming expense on a straight-line basis
over the term of the contract. Programmer receivabies- decreased $27 mllhon or 28%, from $97 million as of
December 31, 2001 to $70 mllhon as of December 31, 2002..
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_ Operating expenses. . Operating expenses_increased $321 million, or 22%, from $1.5 billion in 2001 to
" $1.8 billion in 2002. Programming costs included in the accompanying consolidated statements-of operations
were $1.2 billion and $963 million, representing 65% of total operating expenses for the years ended
December 31, 2002 and 2001, respectrvely Key expense components as a percentage of revenues are as
follows (dollars in millions): -

: Year Ended December 31, .
2002 . R 2001 ~..2002 over 2001

. % of . % of : %
‘ ‘ Expenses’  Revenues .Expenses - Revenues Change  Change
Programming”. : .. .a...... e . $l,l66 26% . $ 963 . 25% ‘ $203 21%
Advertising sales N N I - 2% - 64 . . 2% . 23 . 36% ..
- Service ... .. . e . 554 12% 459 . 12% 95 0 21%

$l807‘. W6 Sidse. 1% 81 _22%

' nProgrammmg costs consist pnmanly of costs pard to programmers -for. the provrsron of analog, premrum .
and digital channels and pay- per-view programs. The increase in programmlng costs of $203 million, or 21%,
‘was ‘primarily due to price increases, particularly in sports programming, an increased number of channels
carried on our systems and an increase in -digital video customers. In addition, approximately $51 million of
the increase results from a full year of costs related to the acquisition of ' AT&T Broadband systems in June
2001. Programming costs were offset by the amortization of payments received from programmers in support
~ of launches of new ¢hannels agarnst programming costs of $57 million and $35 mrlhon for the years ended
° ‘December 3l 2002 and 2001, respectrvely :

‘ Advertrsrng sales expenses consrst of costs related to traditional advertrsrng services provrded to
advertising customers, including salaries and benefits and commissions, Advertising sales expenses increased
$23 million, or 36%, pnmanly due to increased sales commissions resulting from the increase in advertising
revenues. Service costs consist pnmanly of .service personnel salanes and benefits, franchise fees, system
utilities, Internet service provider fees, maintenance.and pole rent expense. The increase in service costs. of
$95 mllhon or 21%, resulted pnmanly from our growth in digital video and high-speed data services.

Sellmg, general and administrative expenses Selling, general and admrmstratlve expenses increased by

- $137 million, or 17%, from $826 million for the year ended December 31, 2001 to $963 million for the year

ended December 31, 2002. Key components of expense as a percentage of revenues are as follows (dollars in
millions): :

Year Ended December 31,

2002, Lo 2001 2002 over 2001
. % of X C - T %
K o ) R Expens-es_‘ ) Rev ““““ Exp ) Rev Clrange Change,v
i General and administrative ........  $810° - 18% - '$689 18% $121 18%
Marketing. G e = 153 . _31%' _ 137 _4% 16 - 12%
' ’ §963 - 21%  $826 . 2% -$137 - 17%

General and adrnmrstratlve expenses consrst pnmanly of salarres and beneﬁts, rent‘expense brllmg costs,
call center costs, internal network costs,_bad. debt expense and property taxes. The increase in general and
administrative expenses of $121 million, or 18%, resulted primarily from increases in salaries and benefits of
$66 million, bad debt and collection expense of $24 million and insurance of $13 million. The increase in bad
" debt expense resulted primarily from continuing effects. of our dggressive discounting of our -analog video
service during late 2000 and ‘most ‘of 2001 in an effort to grow our customer base and respond to price -
competition from satellite providers. This practice led to an increase in'customers during the discounted period
whose service was subsequently disconnected for non-payment or who 'subsequently cancelled theif service
without payment for services provided. We also lengthened the period during which we extended:credit to
customers, which increased exposure to customers whose accounts were subject to cancellation and increased
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" bad debt expense. These increases were partially offset by a.decrease-in, billing expenses of $12 million as a

result of renegotiated contracts with third-party billing providers. -

Marketing expenses increased $16 million, or 12%, due to inérgasqd costs, associated with promotions of

our scrvibf; offerings including advertising, telemarketing and direct sajes.

4 - Depreciation and amortization. Depreciation and amortization expense decreased by $1.3 billion, or

47%, from $2.7 billion in 2001 to $1.4 billion in 2002. This decrease was due primarily to the adoption on
January 1, 2002 of SFAS No. 142, which requires that franchise intangible assets that meet the indefinite life
criteria of SFAS No. 142 no longer be amortized against earnings but instead be tested for impairment on an
annual basis. As a“result of this change, total amortization of franchise assets decreased from $1.5 billion in
2001 to $9 million-in 2002. The decrease was partially offset by the increase in depreciation expense related to
additional capital expenditures in 2002. -

anpairment‘pf Jranchises. We vperf‘ormed our annual impairment assessment on October 1, 2002 using
an independent third-party appraiser. Revised estimates of future cash.flows and the use of a lower projected
-long-term growth rate in our valuation led to a $4.6 billion impairment charge in the fourth quarter-of 2002,

We do not expect. to incur impairment charges of comparable magnitude in the future. -

" see Note 19 to our consolidated financial statements contained herein. -

. Special charges, net. Inthe fourth ciuarter of 2002, we recorded a _specia!é:hha'rge 6f $35 million, of which

Interest expense, net. Net int’e'r_est} expense increased by $193 rni'lﬁon, or 15%, from $1.3 billion in 2001
to $1.5 billion in 2002. The increase in net interest expense was a result of increased average debt outstanding
in 2002 of $17.8 -billion compared to $15.7 billion in 2001, partially offset by a decrease in our average

borrowing rate from 8.40% in 2001 to 8.02% in 2002. The incrcased»debt" was used for capital expenditures.

<y

Loss,; on -equiry. investrhents. Loss on- equity investments dec‘reas'f;d by $51 million, or. 94%, from -

decrease is",primarily due to a decrease of $38 million in our investment in High-Speed Access, a related party -
until our acquisition of certain of its assets by Charter, as described more fully in the section entitled “Certain
Relationships and Related Transactions” in the Charter Communications, Inc. 2004 Proxy Statement
available-at WWW.SeC.gov.. S . o .
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Minority interest. Minority interest increased by $1.7 billion, from- $1.5-bitlion in 2001 to $3.2 billion in

-2002.- Minority .interest. represents the allocation of losses to the minority interest based on ownership of
" Charter-Holdco, the-10%.dividend on preferred ‘membership units in our-indirect subsidiary, Charter Helicon, =~
LLC, and the 2% accretion of the preferred membership interests in our indirect subsidiary, GC-VIII, LLC . . o
issued to certain sellers of the Bresnan systems-acquired by CC VIII systems in February 2000. The increase
is a result of an increase in loss -before minority interest. Seé¢ “Certain Relationships and Related
Transactions — Transactions Arising Out of Our Organizational Structure and Mr. Allen’s Investment in
Charter Communications, Inc. and -Its Subsidiaries — Equity Put Rights — CC VIII” in the Charter
k Commumcatlons Inc. 2004 Proxy Statement available at www.sec. gov. .

Income tax beneﬁt._ - Income tax beneﬁt of $460 million and $12 vmﬂlion were recognized for the years
ended December 31, 2002 and 2001, respectively. The income tax benefits are realized through reductions in
deferred tax liabilities related to our investment in Charter Holdco, as well as the change in the deferred tax
liabilities of certain of our indirect corporate sub51d1ar1es :

Cumulative effect of accounting change net of tax. Cumulative éffect of ‘a'ccounting‘ change in 2002
represents the 1mpa1rment charge recorded as a result of adopting SFAS No. 142. Cumulative effect of
accounting change in 2001 Tepresents Iosses 1ncurred upon adoption of SFAS No. 133: '

Net loss. Net loss, increased by.$1.3 bﬂhon or 115%, from $1.2 billion in 2001 to $2.5 billion in 2002 as
a result of the combination of factors described above. The impact of the impairment of franchises and the
cumulative effect of accounting change, net of minority interest and income tax impacts, was to increase net
loss by $1.6 billion in 2002. This was offset somewhat by the decrease in amortization expense, net of minority
interest and income tax 1mpacts in 2002 verses 2001 of $645 million as a result of the adoption. of SFAS
No. 142 on January I, 2002.

Preferred stock dividends.  On August 31, 2001, Charter issued 505,664 shares (and on February 28,
2003 issued an additional 39,595 shares) of Series A Convertible Redeemable Preferred Stock in cornection
with the Cable USA aeqursltron in August 2001, on which it pays a quarterly cumulatlve cash dividends at an
annual rate of 5.75% on a liquidation preference of $100 per share

Loss per common share "The loss per common share increased by $4.22, from $4.33 per common share
for the year ended December 31, 2001 to $8.55 per common share for the year ended December 31, 2002 asa
result of the factors descnbed above. :

W

Liquidity.and Cnpital Resources
Introducnon

This section contains a -discussion of our 11qu1d1ty and capital resources, mcludmg a discussion of our cash
position, sources and uses of cash, access to debt facilities and other financing sources, historical ﬁnancmg
activities, cash needs, capltal expendrtures and outstandmg debt.

Overview

Our business requires significant cash to fund capital expenditures, debt service costs and ongoing
operations. We have historically funded .our operating activities and capital requirements through cash flows
from operating activities, borrowings under the credit facilities of our subsidiaries, issuances of debt securities
~ by us and our subsidiaries-and our issuances of equity securities. The mix of funding sources changes from

o _period to.period, but for, the year ended December 31, 2003, approximately 80% of our funding requirements

were from cash flows from operating activities and 20% was fronr cash on hand. In 2003, net cash. flows used in
ﬁnancmg activities were $142 million, reflecting a net repayment of debt.. We expect that our mix of sources of
funds -will. continue to change in the.future based on our overall needs relative to our cash flow and on the
availability under the credit facilities of our subsidiaries, our access to.the debt and equity markets and our
ability to generate «ash_flows from operating activities. »
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We have a:significant level of debt: In 2004, $188 million of our debt".matures, and in 2005 and 2006, an
additional $1.0 billion and $1.2 billion matures, respectively. In subsequent years, substantial additional
amounts will become due under our remaining obligations. As the principal amounts owing under our various
debt obligations become due, sustaining our liquidity will likely depend upon our ability to access additional
sources of capital-over time. A default under the covenants governing any of our debt instruments could result
in the acceleration of our payment obligations under that debt-and, under certain circumstances, in cross-
defaults under our other debt.obligations, which would have a matcrlal adverse effect on our consohdated
financial condition or results-of operatlons :

As part of our plan to sell certain non—strategic assets, on October 1, 2003, we completed the sale of our
Port Orchard, Washington system for approximately $91 million, subject to adjustments. Additionally, on
March 1, 2004, Charter Holdings -and several of its subsidiaries ‘closed the sale of cable systems in Florida,
Pennsylvania,’ Maryland, Delaware and West Virginia. An additional closing for a cable system in New York
occurred in April 2004. Subject to post-closing contractual adjustments, the Company expects the-total net
proceeds from the sale of all these systems to be approximately $733 million, of which $10 million is currently
held in an indemhit'y‘cscrow account (with the unused portion thereof to be released by March 1, 2005). The
net proceeds received to date have been used to repay a portlon of amounts outstandmg under sub51d1ary credit
facilities. Lo -

In September 2003, CCH 11, Charter and' Charter Holdirigs purchased; in a non-monetary transaction, a
total of approximately $609 million principal amount of Charter’s convertible senior notes and approximately
$1.3 billion principal amount of the senior notes and senior discount notes issued by Charter Holdings from
mst1tut10nal investors in a small number of privately negotiated transactions. As ‘consideration for these
securities, CCH 11 issued approximately $1.6 billion principal amount of 10.25% senior notes due 2010;
achieving approximately $294 million of debt discount. The transactions were effected through a distribution
of equity by CCH II to Charter and Charter Holdings. CCH I1 also issued an additional $30 million principal
amount of 10. 25% senior notes for cash and used the proceeds for transaction costs. and for gencral corporate
purposes. As a result of the transaction, a $267 million gain was récorded and maturities were extended for a
majority of the debt. exchanged. Also, in November 2003, CCO Holdings sold $500 million total principal
amount of 8%% senior notes due 2013, the proceeds of which were used to repay (but not to reduce
permanently) amounts outstandmg under our subsidiaries’ bank credit facilities. -

We are currently in comphance with the covenants under the credit facilities of our sub51d1anes and our
indentures and those of our subsidiaries, and we expect to remain in compliance with those covenants
throughout 2004. If our actual operating results do not result in compliance with these covenants, or if other
events of noncompliance occur, funding under the credit facilities may not be available and defaults on some
or potentially all debt obligations could occur. However, we expect that-our cash on hand, cash flows from
operating activities, proceeds from the completion of the sale of certain non- strateglc assets in the first quarter
of 2004 and the amounts available under our subsidiaries’ credit facilities should be sufficient to satisfy our
liquidity needs through.2004. As of December 31, 2003, we held $127 million in cash and cash equivalents and
we had total potential unused availability of $1.7 billion under the credit facilities of our subsidiaries, although
- the actual unused availability at year-end was $828 million because of limits imposed under covenant
restrictions. However, cash flows from operating activities and amounts available under credit facilities may
not be sufficient to permit us to satisfy our principal repayment obligations scheduled to come due in 2005 and
thereafter. Our significant amount of debt may negatively affect our ability to access additional capital in the
future. In addition, the maximum.allowable leverage ratios under our credit facilities will decline over time
and the total potential borrowing available under our subsidiaries’ current credit facilities (subject to covenant
restrictions and ‘limitations) will decrease ‘from approximately $9.0 billion: as. of the end of 2003 to
approximately $8:7 billion -and approximately.$7.7 billion by the end of:2004 and 2005, respectively.
Continued access to these credit facilities is subject to our remaining in: compliance with the applicable
covenants of these credit facilities, including covenants tied to our-operating.performance. If there is an event
of default under our subsidiaries’ credit facilities,” such as the failure to maintain the applicable required
* financial ratios, we would be unable to borrow under these credit facilities, which could materially adversely
impact our ability to operate our business and to make payments under our debt 1nstruments
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— ..Although. Mr. Allen and his affiliates have purchased equity from us and our subsidiaries in. the past,
Mr. Allen and his affiliates are not obhgated to purchase equity from contnbute to or loan funds to us or to
our subsidiaries in the future.

In addition, because of our corporate structure, we may have less access to capital than certain of our
operating subsidiaries. Therefore our ability to repay any of our existing convertible senior notes is subject to
additional uncertainties. Charter is a holding company and its principal assets are its -interest-in Charter
Holdco and the mirror notes payable by Charter Holdco to Charter, which have the same principal amount
and-terms as those of Charter’s existing convertible senior notes. As a result, if Charter is not able to obtain
additional financing, its ability to make intérest payments on its existing- convertibie senior notes, and, in 2005
and 2006, to repay the outstanding principal of its existing convertible senior notes as they mature, will depend™™ =~ -
on the receipt of payments or distributions from Charter Holdco or its subsidiaries.

The indentures governing the Charter Holdings notes permit Charter Holdings to make distributions up
to its formulaic capacity to Charter Holdco for payment of interest on the convertible senior notes, only if,
after giving effect to the distribution, Charter Holdings can incur additional debt under the leverage ratio of
8.75 to 1.0, there is no default under the indentures and other specified tests are met. However, in the event
that Charter Holdings could not incur any additional debt under the 8.75 to 1.0 leverage ratio, the indentures
governing the Charter Holdings notes permit Charter Holdings and its subsidiaries to make specified
investments in Charter Holdco or Charter, up to its formulaic capacity, if there is no. default under the .
indentures. There were no defaults under the Charter Holdings indentures and other specified tests were met
for the- quarter ended December 31, 2003. However, Charter Holdings did not meet the leverage ratio test at -
December 31, 2003, and as a result, distribufions frorn Charter Holdings to us will. be restricted until that test
is met. ‘Our ability to' make payments on our convertible senior notes is dependent on Charter Holdco’s
liquidity or on the ability-for it to obtain distributions from Charter Holdings and our other subsidiaries making .
distributions, loans, or payments to Charter Holdco, and on Charter Holdco paying or distributing such funds
to us. As of December 31, 2003, Charter Holdco had $41 million in cash on hand and is owed $37 million in
intercompany loans, which are available to Charter Holdco to service interest on the convertible senior notes.
Accordingly, our ability to make interest paymeénts, or principal payments at maturity in 2005 and 2006, with
respect to our currently outstanding convertible senior notes is contingent upon us obtaimng additional
ﬁnancmg or receivmg distributions or other payments from our subsidiaries. :

No assurances can be given that we will not experience hquidity problems because of adverse market
conditions or other unfavorable events or if we do not obtain sufficient additional financing on a timely basis.
If, at any time, additional capital or borrowing capacity is required beyond amounts internally generated or
available through existing credit facilities or in traditional debt or equity ﬁnaric‘ings, we would consider:

+ requesting waivers or amendments with respect to our credit facrlities the availability and terms of
T which would be subject to market conditions; - :

« further reducing our expenses and capital expenditures which would hkely impair our abihty to .
increase revenue;

» selling assets;
* issuing debt securities which may have structural or other priorities over.our existing notes; or
« issuing equity that would be dilutive to existing shareholders.

If the -above strategies are not successful, ultimately, we could be forced to restructure our obligations or
seek protection under the bankruptcy laws. In addition, if we need to raise additional capital through the
issuance of equity or find it necessary to engage in a recapitalization or other similar transaction, our
shareholders could suffer significant dilution and our noteholders might not receive all principal and interest
payments to which they are contractually entitled.
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Summary of Outstanding Contraczual Obllgatzons

The following table summarizes our payment obligations as ‘of December 31, 2003 under our long term
debt and certain other contractual obligations and commitments (dollars in millions).

- Payments by Period

. : i Less than 1-3 - 35 More‘»vthan
Contractual Obligations v Total 1 year years years 5 years
Long-Term Debt(1) ..... e e $19,208 $188 $2,199  $6,293  $10,528
Capital and Operating Lease Obligations(1) 80 . 19 29 14 18
Programming Minimum Commitments(2) 1,949 320 684 703 ‘ 242
Other(3) .............. P 282 63 86 49 84

Total ...... e $21,519 $590 $2,998v '$7,059- $10,872

(i) The tables present maturities of long-term debt outstanding as of December-31, 2003. Refer to Notes 9
“and 23 to our consolidated financial statements contained in herein for a description of our long term debt
~ and other contractual obligations and commitments,

(2) We pay programming fees under multi-year contracts ranging from three to six years typically based on a

~ flat fee per customer, which may be fixed for the term or may in some cases, escalate over the term.
Programming costs included in the accompanying statement of operations were $1.2 billion, $1.2 billion
and $963 million for the years ended December 31, 2003, 2002 and 2001, respectively. Certain of our
programming agreements are based on a flat fee per month or have guaranteed minimum payments. The
table sets forth the aggregate guaranteed minimum commitments under our programming contracts.

(3)- “Other” represents other guaranteed minimum commitments, which consist pnmarﬂy of- comrmtments to
our billing services vendors : . o

- The followmg 1tems are not mcluded in the contractual obhgatlons table due to various factors dlscussed
below However we incur these costs as “part of our operatlons

» We also rent utility poles used in our operations. Generally, pole rentals are cancelable on short notice,
but we anticipate that such rentals will recur. Rent expense incurred for pole rental attachments for the
years ended December 31, 2003, 2002 and 2001, was $4O million, $41 million and $33 mllhon
respectively.

-+ We pay franchise fees under multi-year franchise agreements based on a percentage of revenues earned
. from video service per year. We also pay other franchise related costs, such as public education grants
under multi-year agreements. Franchise fees and other franchise-related costs included in the
accompanying statement of operations were $162 miliion, $160 million and $144 million for the years
ended December 31, 2003; 2002 and 2001, respectively. -

» We also have $153 million in letters of credit, primarily to our various worker’s compensation, property
" casualty and general hablhty carriers as collateral for reimbursement of claims. These letters of. credlt :
" reduce the amount we may borrow under our credit facﬂmes

Historz’cal Operating, Financing and Investing Activities

W¢ held $127 million in cash and cash equivalents as of December 31, 2003 compared to $321 million as
of December 31, 2002. The decrease in cash and cash equivalents reﬂects the use of cash in funding
operations, capital expenditures and debt service cost.

- Operating Activities. Net cash provided by operating activities for the years ended December 31, 2003,
2002 and 2001 was $765 million, $748 million and $489 million, respectively. Operating activities provided
$17 million more cash in 2003 than in 2002 primarily due to an increase in.revenue over cash costs year over
year partially offset by changes in operating assets and liabilities.that provided $82 million less cash in 2003
than in 2002. . :
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Operating activities provided $259 million more cash in 2002 than in 2001 primarily due to-increased
revenues of $759 million over 2001 and changes in operating assets and liabilities that provided $65 million
more cash in 2002 than in 2001 offset in part by increases in operating expenses and cash interest expense.

Investing Activities. Net cash used in investing activities for the years ended December 31, 2003, 2002
and 2001 was $817 million, $2.4 billion and $4.8 billion, respectively. Investing activities used $1.5 billion less
cash in 2003 than in 2002 primarily as a result of reductions in capital expenditures and acquisitions.
Purchases of property, plant and equipment used $1.3 billion less cash in 2003 than in 2002 as a result of
reduced rebuild and upgrade activities and our efforts to reduce capital expendltures Payments for
acquisitions used $139 million less cash in 2003 than in 2002.

Investing activities used $2.4 billion less cash in 2002 than in 2001 primarily as a result of reductions in
capital expenditures and acquisitions. Purchases of property, plant and equipment used $746 miilion less cash
tn 2002 than in 2001 as a result of our efforts to reduce capital expenditures. Payments for acquisitions used
$1.6 billion less cash in 2002 than in 2001.

) Financing Activities. Net cash used in financing activities was $142 million for the year ended
December 31, 2003, whereas net cash provided by financing activities for the year ended December 31, 2002
and 2001 was $1.9 billion and $4.2 billion, respectively. Financing activities provided $2.1 billion less cash in
2003 than in 2002. The decrease in cash provided in 2003 compared to 2002 was primarily due to a decrease in
borrowings of long-term debt. k

Financing activities provided $2.2 billion less cash in 2002 than in 2001. The decrease in cash provided in
2002 compared to 2001 was primarily due to a decrease in borrowings of long-term debt. In addition, in 2001
we received proceeds from the issuance of Class A common stock of $1.2 billion which did not recur in 2002.
These decreases in cash prov1dcd were offset partially by decreases in cash used for repayments of long-term
debt. : -

Capital Expenditures -

We have significant ongoing capital expenditure requirements. However, we experienced a significant
decline in such requirements in 2003, compared to prior years. This decline in 2003 was primarily the result of
a substantial reduction in rebuild costs as our network had been largely upgraded and rebuilt in prior years,
consumption of inventories, negotiated savings in contract labor and network components including digital set-

. top terminals and cable modems and reduced-volume of installation related activities. Capitalized labor and
overhead declined $161 million in 2003 compared to 2002. Capital expenditures, excluding acquisitions of
cable systems, were $854 million, $2.2 biltion and $2.9 billion for the years ended December 31, 2003, 2002
and 2001, respectively. The majority of the capital expenditures in 2003 related to our customer premise
equipment. The majority of the capital expenditures in 2002 related to our rebuild and upgrade program and
purchases of customer premise equipment. See the table on the next page for more details.

Upgrading our cable systems has enabled us to offer digital television, high-speed data services, VOD,
interactive services, additional channels and tiers, and expanded pay-per-view options to a larger customer
base. Our capital expenditures are funded primarily from cash flows from operating activities, the issuance of
debt and borrowings under credit facilities. In addition, during the years ended December 31, 2003, 2002 and
2001, our liabilities related to capital expenditures decreased $33 million, $55 million and $88 million,
respectlvely

During 2004, we expect to spend a total of $850 million to $950 million on capital expenditures. The
nature of these expenditures is expected to continue to migrate from upgrade/rebuild to customer premise
equipment and scalable infrastructure. Expected. capital expenditures for 2004 are consistent with our total

* capital expenditures for 2003 and significantly lower than 2002 levels because our rebuild and upgrade plans
are largely completed, a greater portion of our work force is focused on maintenance and period related
activities, our purchases of digital set-top terminals have declined and the volume of installation related
activities has declined. We expect to fund capital expenditures for 2004 primarily from cash flows from
operating activities and borrowings under our subsidiaries’ credit facilities.
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We have adopted capital expenditure disclosure guidance, which was developed by eleven publicly traded
cable system operators, including Charter, with the support of the National Cable & Telecommunications
Association (“NCTA”). The new disclosure is intended to provide more consistency in’ the reporting of
operating statistics in capital expenditures and customers among peer companies in the cable industry. These
disclosure guidelines are not requ1red disclosure under GAAP, nor do they 1mpact our accountmg for capital
expendltures under GAAP.

The following table presents our major capital expenditures categories in accordance with NCTA
disclosure guidelines for the years ended December 31, 2003 and 2002 (dollars in millions): ’

For the Years

_ Ended

December 31,

2003 ‘ 2002
Customer premise equipment(a) ....... e R U, L . $380 § 748
Scalable infrastructure(b) ............ it 67 261
Line extensions{c) ................. e e 131 101
Upgrade/Rebuild(d) ..o, S L SR 777
" Support capital(e) ............. PR e e, 144 .280

Total capital expenditures(fy ............. R e T $854  $2,167

(a) Customer premise equipment includes costs incurred at the customer residence to secure new customers,
revenue units and additional bandwidth revenues. It also includes customer installation costs in
accordance with SFAS 51 and customer premise equipment (e.g., set-top terminals and cable modems,
etc.).

(b) Scalable infrastructure includes costs, not related to customer premise equipment or our network to
secure growth of new customers, revenue units and addltlonal bandwidth revenues or provide service
enhancements (e.g., headend equipment).

(c) Line extensions include network costs associated with entering new service areas (e.g., fiber/coaxial
cable, amplifiers, electronic. equipment, make-ready and design engineering).

(d) Upgrade/rebuild mcludes costs to modify or replace existing fiber/coaxial cable networks, mcludmg
betterments.

(e) Support capital includes costs associated with the replacement or enhancement of non-network assets due
to technological and physical obsolescence (e.g., non-network equipment, land, buildings and vehicles).

(f) Represents all capital expenditures made in 2003 and 2002, réspect‘ively.
Description of Our Outstanding Debt
Unless stated otherwise,:the“‘info'rmation in this section is as of December 31, 2003. See section enﬁtled

“Subsequent Events” for a discussion of the Charter Communications Operating, LLC refinancing in
April 2004. '
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- As of December 31, 2003, our total debt was approximately $18.6 billion, as summarized below (dollars
~—- - . in millions): . N ‘ - '

December 31, 2003 - -gemiiAqnual - Start Date for .- -

 Face Accreted © Interest Payment Interest Payment  Manrity -
) Value | Value(a) - -- Dates .on_Discount Notes - Date(b)
» . Long-Term Debt '
T ;,1C11a_1jtc?r"‘C‘ommunicatiéns», Inc.: o . } ,
-+ ...October and Noyefnbér?.OOO T e R ) o S - ‘
T *5.750% convertible senior notes R D T
© due 2005(c) i '$ 618§ 618 4/I5&IOAES— - . - 10/15/05 s
May 2001 - o S
4.750% convertible senior notes ‘ '
due 2006(c) .............. 156 © 156 12/1&6/1 6/1/06
Charter Holdings: ' ' ~ : -
March 1999 ‘ . . ,
8.250% senior notes due 2007 .. 451 . 450 . - 4/1&10/1 ' ' 4/1/07
8.625% senior notes due 2009 . . 1,244 . 1,242 4/1&10/1 4/1/09.
9.920% senior discount notes : B
due 2011 ............... .. . 1,108 1,082 4/1&10/1 _10/1/04 - 4/1/10
January 2000 o R . R '
10.000% senior notes-due.2009_. 640 640 4/1&10/1 Lo 471709
10.250% senior notes due 2010 318 <318 - 1/15&7/15 o . 1715710
" 11.750% senior discount notes y - o ‘
Adue 2010 ... 450 400 1/15&7/15 7715705 S1/15/10
- January 2001 s - - o . ;
10.750% senior notes due 2009 874 - 873 4/1&10/1 C © 10/1/09
11.125% senior notes due 2011 500 - 500 - 1/15&7/15 N - 1/15/11
- 13.500% senior discount notes o 4 ' N .
due 2011 ................. 675 517 1/15&7/15 7/15/06 1715711
 May 2001 7 o ’ : B

9.625% senior notes due 2000
(includes the January 2002 ' ‘ o ) )
additional bond issue) ...... 640 638  5/15&11/15 o Co11/15/09
10.000% senior notes due 2011 ° : ' S
(includes the January 2002

additional-bond issue) ... .. L TI0 . 708 S/IS&II/NS . - - 5/1S/1
11.750% senior discount notes : o
due 2000 oo 939 M7 S/IS&I/LS 11715706 5/15/11

January 2002
12.125% senior discount notes

due 2012 ... L. 330 w231 1/15&7/15 15107 1/15/12
CCH I, LLC o . ~ . RER
10.250% senior notes due 2010 1,601 - 1,601  3/15&9/15 S 9/15/10




December 31, 2003

Semi-Annual . Start Date for . o
Face Accreted Interest Payment _ Interest Payment Maturity

Valne Value(a) Dates on Discount Notes ~ Date(b)

- CCO Holdings, LLC ~ ‘ : -
8%% senior.notes due 2013 500 _ 7500 5/15&11/15 ‘ 11/15/713
" Renaissance Media Group LLC:

10.000% senior discount notes S e
due 2008 .. ... © 114 116 4/15&10/15 . 10/15/03 4/15/08
CC V Holdings, LLC: ‘ ‘ '
~11.875% senior discount notes

_ due 2008 ................. 113 - 113 6/1&12/1 6/1/04 12/1/08
Credit Facilities ‘ - ‘ . -
Charter Operating. . ............ © 4,459 4,459
CC VI Operating .............. 868 868
FalconCable .................. 856 836 .
© CC VIII Operating. ............ 1,044 - 1,044

$19,208  $18,647

'(a) The accreted value presented above represents the face value of the notes less the onglnal lssue dlscount
at the time of sale plus the accretion to the balance sheet date.

(b) In general, the obligors have the right to redéem all of the notes set forth (except the Charter Holdings

‘notes with terms of eight years) in the above tables in whole or part at their option, beginning at various

times prior to their stated maturity dates, subject to certain conditions, upon the payment ‘of the
- outstanding principal amount (plus a specified redemption premium) and all accrued and unpaid interest.

We currently have no intention of redeeming any of these notes prior to their stated maturity dates: For
, additional information, see Note 9 to our consolidated financial statements contained herein.

(c) The 5.75% convertible senior notes and the 4.75% convertible senior notes are convertible at the option of
the holders into shares of Class A common stock at a conversion rate of 46.3822 and 38.0952 shares,
respectively, per $1,000 principal amount of notes, which is equivalent to a price of $21.56 and $26.25 per
share, respectively, subject to certain adjustments. Specifically, the adjustments include anti-dilutive .
provisions, which cause adjustments to occur automatically based on the accurrence of specified events to
provide protection rights to holders of the notes. Add1t1onally, the conversion ratio may be adJusted by us
when deemed appropriate.

, As of December 31 2003, we had unused total potential avallablhty of $1 7 billion under our subsidiaries’
credit facilities, although our financial covenants limited our availability to $828 million at December 31,
2003. Continued access to these credit facilities is subject to our remaining in compliance with the apphcable
covenants of these credit facilities. .

As of December 31, 2003 and 2002, the ‘weighted average interest rate on our bank debt was
approximately 5.4%, the weighted average interest rate on our high-yield debt was approximately 10.3%, and
the weighted average rate on the convertible debt was approximately 5.5% and 5.3%, respectively, resulting in
a blended weighted average interest rate of 8.2% and 7.9%, respectively.- Approximately 80% of our debt
effectively bore fixed interest rates including the effects of our interest rate hedge agreements as of
December 31, 2003 compared to approximately 79% at December 31, 2002. The fair value of our high-yield
debt was $10.6 billion and $4.4 billion at December 31, 2003 and 2002, respectively. The fair value of bank
. debt was $6.9 billion and $6.4 billion at December 31, 2003 and 2002, respectlvely The fair value of high-yield
debt and bank debt is based on quoted market prices.
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Credit Faciiizy and Existing Notes Terms, Restrictions and Covenants,

The following table presents information relative to borrowing and covenant comphance under our credit
fac1lrtles as of December 31, 2003 (dollars in m1lhons)

‘Charter = CC VI - Falcon Cable . ~CC VIH -
. Operating  Operating  Communications Operating Total
Credit facilities outstanding ....... P  $4,459  $ 868 $ 8356 $1,044  $7,227
Other debt(1) ......... ST S X X 21 — 23 277
Intercompany debt(2)..................... Y — — L= 37
Total defined bank debt(3) ............... L $4,729 $ 889 $. 856 $1,067  $7,541
Adjusted EBITDA(4) .............. L. 81235 0§ 183 $ 272 $ 299  N/A
Bank Compliance Leverage Ratio " ' - o o
(Total Debt/Adjusted EBITDA) (5) ...... » 3.83 485 315 . 35  N/A -
Maximum. Allowable Levcrage Ratio(6) ...+« 4.00 . .5.50 - 450 4.00 N/A
' Total Credit Facilities(7) . ..ovocvvins 85,040 SL102 $1,310  $1407 ~ $8.959
Potential Bank Availability(8) .. ............ $ 213 ~$ 119 . $ 366 $ 130 3 828

(1) ‘Includes other permitted bank level debt, capitalized leases and letters of credit, which are classified as

debt by. the respective credit facility agreements for the calculation of maximum allowable leverage. For

" Charter Operating, this includes the Renaissance Media Group LLC senior discount notes with an
accreted value of $116 million as of December 31, 2003 '

(2) Includes permltted mtercompany loans between Charter Holdmgs or Charter Commumcanons Holding
Company to the respective bank group entmes These amounts ellmrnate in consolidation.

s (3) “This represents our subsidiaries’ total . debt as deﬁned for purposes of the covenants in thelr respective
* credit agreements. : . L

(4) Adjusted EBITDA in our credit facilities is not deﬁned the same for all of our borrowrng entities.
- Generally, however, Adjusted EBITDA approximates EBITDA (net income (loss) before interest, taxes,

depreciation and amortization and Tinority ‘Intérest) “adjusted- for certain non-cash items including

-impairment of franchises, option compensation expense and gain/loss on derivative instruments and in
some cases non-recurring charges such as special charges and certain-other expense or income items.
_Adjusted EBITDA as defined in our credit facilities also excludes certain corporate costs, as defined.

- (3), Bank Compliance Leverage Ratio represents total debt as of such date determined as defined in the
applicable credit agreement, including intercompany debt, divided by Adjusted EBITDA, annualized.

(6) Maximum Allowable Leverage Ratio represents the maxrmtim bank compliance leverage ratio permitted
under the respective bank agrecments This is the most restnctlve of the financial covenants..

(7) Total Credit Facilities represents the total borrowing capacny of the credrt facilitjes.

(8) Potential Bank Availability represents the Total Credit Facilities capacity less Cred1t Fac111t1es Outstand-
ing, ad)usted for any hmltatlons due to covenant restrictions. ,
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The maximum allowable leverage ratio declines over the term of each credit facility: before becoming

fixed until the credit facility matures as follows:

Charter Operating:

4.00 uatil maturity

Falcon Cable Communications:

. ' éC VI Opereting: )
5.50 through June 30, 2004
4.50 through June 30, 2005
' 4,00 thereafter until maturity
CC VI Operating:

4.50 through June 29, 2004
~ 3.50 through June 29, 2005,
13.00 thereafter until maturity

4.00 until maturity

" Based on outstandmg mdebtedness as of December 31, 2003, total future principal payments on
borrowings under our credit facilities as of December 31, 2003 are presented below (dollars. in millions).
While current maturities of debt in 2004 are presented in the table below, current maturities are not presented
on the balance sheet as we intend to refinance the amounts due in 2004 with availability under the revolving

portions of our credlt facilities.

Charter CcC VI Falcon Cable cc v
Operating . Operating  Communications  Operating Total
2004 i, $ $ 67 $ 5 $ 8 § 188
2008 i e - 67 . 5 ‘ 105 426
2006 ...... .. PR e 89 - 122 148 _ 999
2007 0L S s 173 724 241 © 2,080
Thereafter.......ccoveeneeennnn.. 2,592 472 — © 470 3534
$4,459 $868 T $856 $1, 044 $7, 227 ‘

ll

The table below presents the total future principal payments on outstanding borrowmgs under our .
subsidiaries bank credit facilities, assuming that the maximum potential borrowings under such facilities were
outstanding as of December 31, 2003 (dollars in mrlhons)

- ccvi Falcon Cable CC vVIL

Charter .
Operating  Operating ~ Communications  Operating _ Total
2004 L $ $ 102 § 29 $ 84 § 258
2005 L C 120 170;. : 215 1,018 -
2006 .. e 1,050 - 193 .- 387 397 2,027
2007 ... e o 214 2724 241 2,121
Thereafter .. .. ......oooe i, 2,592 473 . . — 470 3,535
$5,140  $1,102- - $1,310 $1,407 . $8,959°

The following description is merely a summary of certain material provisions of our and our subsidiaries’
existing notes and theé credit facilities of our subsidiaries (collectively, the “Debt Agreements”). The
summary does not restate the terms of the Debt Agreements in their entirety, nor does it describe all terms of
the Debt Agreements. The agreements and instruments governing each of .the Debt Agreements are
complicated and you should consult such agreements and instruments for more detailed information regarding
our Debt Agreements. Our Debt Agreements are listed as exhibits to the Charter Communications, Inc. 2003
Annual Report Form 10-K available at www.sec.gov, and are incorporated by reference to the Charter
Communications, Inc. 2003 Annual Report on Form 10-K from other SEC filings of Charter or its

subsidiaries as indicated in the list of exhibits.
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Charter Operatmg Credit Faczlzttes

" The Charter Operating credlt facrhtles were amended and restated as of June 19, 2003 to allow for the
insertion of intermediate holding. companies between Charter Holdings and Charter Operating. In exchange
for the lenders’ consent to the organlzatlonal restructunng, Charter Operating’s pricing increased by 50 basis
points across all levels in the pncmg gnd then in eﬁ"ect under the Charter Operating-credit facilities.

Obhgauons under the Charter Operatrng credit facrhtres are guaranteed by Charter Holdings, CCO
.Holdings and by Charter Operatmgs subsidiaries, other than the non-recourse subsidiaries, subsidiaries
prectuded from so guaranteeing by reason of the provisions of other indebtedness to which they are subject,
and immaterial subsidiaries. The non-recourse subsidiaries include CCO NR Holdlngs LLC, and subsidiaries
contributed to CCO NR: Holdings, LLC by Charter Holdings in‘the recent organizational restructuring that
occurred in June and July.of 2003, including the CC.V/CC VIII Companies, the CC VI Companies and the
CC VII Companies and their respective subsidiaries. The obligations under the Charter Operating credit
facilities are secured by pledges of all equity interests in Charter Operating’s direct subsidiaries, all equity
interests owned by its guarantor sibsidiaries in their respective subsidiaries, and' intercompany obligations
owing to-Charter Operating and/or its guarantor subsidiaries by their. affiliates. The obligations are also
secured by a pledge of CCO Holdings’ equity interests in-all- of 1ts dlrect sub51dlar1es (mc]udlng Charter
Operatmg) as collateral ainder these credit facilities.- S

~_The Charter Operating credit facilities provide for borrowings of up to $5.1 billion and provide for four
term facilifies: two Term™A facilitieswith a total prmcrpal amount of $1.1 billion" that matures-in September
2007, each with différent amortization schedules, one that began in June 2002 and ‘one beginning-in- -
. September 2005; and two Term'B facilities with-a total principal amount of $2.7 billion, of which $1.8 billion
matures-in March 2008 and $884 million matures in September 2008. The amortization of the principal
amount of the Term B term loan facilities is substantially “back-ended,” with more than 90%.of thé principal
balance due in the year of maturity. The Charter Operating credit facilities also provide for two revolving
credit facilities, in a total amourit of $1.3 billion, one which will reduce annually beginning in March 2004 and
one which will reduce quarterly beginning in September 2005, with:a maturity date in Septémber 2007.
Supplemental credit facilities in"the. amount of approximately $100 million-may be available from lenders
within or outside the lending group that agree to provide it. Amounts-inder the-Charter Operating credit
facilities bear interest at the Eurodollar rate or the base rate, each as defined, plus a margin of up to 3.0% for
- Eurodollar loans (3.15% to 3.92% as of December 31, 2003) and 2.0% for base rate loans. A quarterly
commitment fee of between 0. 25% and 0.375% per annum is payable on the unborrowed balance of the
~ revolving credit facilities.

As of December 31, 2003, outstanding borrowings under the Charter Operating credit facilities were
- approximately $4.5 billion and the unused total potential availability was $681 million, although our financial
covenants limited the availability under these facilities to $213 million as of December 31, 2003.

CC VI Operatmg Credit Faczlttzes

The obligations under the CC VI Operating credit facﬂltles are. guaranteed by CCVT Operatmg s parent
CC VI Holdings, LLC, and by the subsidiaries of CC VI Operating other than immaterial subsidiaries. The
- obligations under the CC VI Operating credit facilities are secured by pledges of all equity interests owned by
CC VI Operating-and its- guarantor subsidiaries in other persons,-and by intercompany obligations owing
CC VI Operating and/or its guarantor subsidiaries by their affiliates, but are not secured by other assets of
CC VI Operating or its subsidiaries. The obligations under the CC VI Operating credit facilities are also
secured by pledges by CC VI Holdings of all equity interests it holds in other persons, and intercompany
obligations owing to it by its affiliates, but are not secured by the other assets of CC VI Holdings.

The CC VI Operating credit facilitiés provide for two term facilities, one with a principal amount of

e -$380 million_that matures:May 2008" (Term A), and the other with a principal amount of $372 million that

matures November 2008 (Term B). The CC VI:Operating credit facilities also provide for a $350 million .

~ reducing: revolving credit facility with a -maturity date in May 2008. Supplemental credit facilities in the =~ oo

“amount of 'approximately $300 million may e available until December 31, 2004 from lenders within or




outside the lending group that agree to provide it. Amounts under the CC VI.Operating credit facilities bear
interest at the Eurodollar rate or the base rate, each as defined, plus a margin of up to 2.5% for. Eurodollar
loans (2.40% to 3.66% as of December 31, 2003) and 1.5% for base rate loans. A quarterly commitment fee of
0.25% per year is payable on the unborrowed balance of the Term A facility and the revolving facility.

As of December 31, 2003, outstanding borrowsz under the CC VI Operating credit facilities were
$868 million and unused availability was $234 million, although our financial covenants hmlted the avallablhty
under these facﬂmes to $1 19 mﬂhon as of December 31, 2003 ‘

" Falcon Cable Credit Facilities '

The obligations under the Falcon credit facilities ar¢ guaranteed by the direct parent of Falcon Cable
Communications, Charter Communications VII, LLC, and:by the subsidiaries of Falcon Cable Communica-
tions (except for certain excluded subsidiaries). The obligations under the Falcon credit facilities are secured
by pledges of all of the equity interests in the guarantor subsidiaries of Falcon Cable Communications, but are
not secured by .other assets of Falcon Cable Communications or its subsidiaries. The obligations under the
Falcon credit facilities are also secured by a pledge of the equity interests of Charter Communications. VII in
Falcon Cable Communications and. intercompany obligations owing to’ Charter Communications VII by
Falcon Cable Communications and its guarantor sub51d1ar1es but are not secured by the other assets of
Charter Commumcatlons VII

that matures June 2007 (Term B) and the other with the pnnc1pal amount of $285 million that .matures
December 2007 (Term C). The Falcon credit facilities also.provide for a reducing revolving facility of up to
approximately* $60. million (maturing in December 2006), a -reducing supplemental facility of up to
approximately $105 million (maturing in December 2007) and a-second reducing revolving facility of up to
$670 million (maturing in June 2007) ; Supplemental credit facilities in the amount of up to $486 million may
also be available from lenders within or outside the lending group that agree to provide it. Amounts under the
Falcon Cable credit facilities bear interest at the Eurodollar rate-or the base rate, each as defined, plus a
margin of up to 2.25% for Eurodollar-loans (2.40% t0.3.42% as of December 31, 2003) and.up to 1.25% for
base rate loans. A quarterly commitment fee of between 0.25% and 0.375% per year is payable on the
unborrowed balance of the revolvmg fac111t1es . :

As of December 31, 2003, outstandmg borrowmgs were $856 ‘million and unused availability was =~

$454 million, although our financial covenants limited the availability undet these facﬂmes to $366 mllhon as
of December 31, 2003.

ccC VIH Operating Credzt Faczlmes

The obligations under the CC VIII Operatmg credit fac111t1es are guaranteed by the parent company of
CC VI Operating, CC VIII Holdings, LLC, and by the subsidiaries of CC VIII Operating other than
1mmatenal subsidiaries. The obligations under the CC VIII Operating credit facilities are secured by pledges
of-all equity interests'owned by CC VIII Operating and its guarantor subsidiaries in other persons; and by
intercompany obhgatlons owing to CC VIII Operating and/or its guarantor subsidiaries. by their affiliates, but
are not secured by other assets of CC VIII.Operating or its subsidiaries. The obligations under the CC VIII
Operating credit facilities are also secured by pledges of equity interests owned by CC VI1II Holdings in other
persons, and by.intercompany obligations owing to CC VIII Holdmgs by its affiliates, but are not secured by
the other assets of CC VIII Holdings. :

The CC VIII Operating credit facilities provide for borrowmgs of i up $1.4 bllhon as of December 31,
2003. The CC VIII Operating credit facilities provide for two term facilities, a Term A facility with a reduced
current total principal amount of $375 million, that continues reducing quarterly until it reaches maturity in
June 2007, and a Term B facility with a principal amount of $490 million, that continues reducing quarterly

“until it reaches maturity in February 2008. The amortization of the principal amount of the Term B.term loan
facilities is substantiaily “back-ended,” with more than 90% of the principal balance due in the year, of
maturity. The CC VIIT Operating credit facilities also provide for.two reducing revolving credit facilities, in -~ -
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the total amount of $542 million, -which reduce quarterly beginning in June 2002 and September 2005,
respectively, with. maturity dates in June 2007. Supplemental facilities in the amount of approximately
$300 million may be available from lenders withinor outside the lending group that agree to provide. it.

‘ Amounts under the CC VIIT Operating credit -facilities bear interest .at the Eurodollar rate or the base rate,
—--- - - - each-as.defined, plus a.margin of up to 2.50% for Eurodollar loans (2.15% to 3.66% as of December 31, 2003)

* " and-up to 1.50% for base rate loans. A’ quarierly Gompnitment fee of-0. 25% is payable on the. unborrowed
balance of the revolvrng credit facilities. '

) As of December 31, 2003, outstandlng borrowrngs were $1.0 bllhon “and unused avallabrhty was
$36_3 ‘mrlhon ‘altho‘ugh our financial covenants limited the availability under these facilities to $1,30< million.
- Credit Facilities — Restrictive Covenants' .

" Each of the credit facilities of our subsidiaries contains representations and warranties, affirmative and
negative covenants similar to those described below with respect to the indentures governing our public notes’
and the notes of our subsidiaries information requirements, events of default and financial covenants. The
ﬁnanc:lal covenants' measure performance agalnst standards set for leverage debt service coverage, and
-operating cash flow coverage of cash interest expense on a quarterly basis or as applicablé. Additionally, the
credit facilities contain provisions requiring .mandatory loan prepayments under specific circumstances, .
including when significant amounts of assets are sold and the proceeds are not reinvested in assets useful in the
 business of the borrower within a specified period. The Charter Operating credit facility. also provides that in
~ the event that any indebtedness of CCO Holdings remdins outstanding on the date, which is six months prior
10 its scheduled final matufity, the term loans under the Charter Operating credit facility ‘will mature and the
revolving credit facilities will terminate on such date. As of December 31, 2003, we were'ini compliance with
the covenants of our credrt fa0111t1es See “_~ Certain Trends and Uncertainties — Restrictive Covenants '

The Charter Operatrng, CC VIII Operating, Falcon and CC VI Operatrng credit facilities generally '
permit our subsidiaries to make distributions to pay interest on the CCH II notes, the CCO Holdings notes
“and the convertible senior notes of Charter and the.senior notes of Charter Holdings, in each case provided the
respective borrower’s interest coverage ratio(as-defined in the relevant credit agreement) for the most recent’
fiscal quarter preceding the distribution exceeds 1:75; including the amount of such distribution. In addition,
distributions for interest or other purposes are permitted if the relevant borrower meets specified conditions
and financial ratios. In each case, such distributions are not permitted during the existence of a default under

the related credlt facilities. See — Certain Trends and Uncertainties — Restrictive Covenants.”

) The events ‘of default for these credit facilities include; among other things, (i) the failure to make
payments-when due or within the :applicable grace periad, (ii)4the. failure to comply with specified covenants
or (i) the occurrence of events that cause or permit the acceleration of other indebtedness owing by the
guarantor, borrower or the borrower ] restrrcted subsrdranes in. amounts in excess of the arnounts specified

below. ‘ . .
Guarantor/Borrower : . : : ' Prmcrpal Amount
o v-.Charter Holdmgs and CCO Holdlngs/ Charter, Operatlng e JU .- 850 mllhon
CC VI Holdings/CC VI Operating. ............... ST e BT * $25 million
" Charter Communications VII/Falcon Cable. Commumcatlons B SR $10 million
CC VIII Holdrngs/CC VIHI. Operatmg T ST e " $25 mllhon

Although there are no direct ¢ cross-defaults between our subsidiaries separate credlt facilities, an event of
default resulting in the acceleration of the debt under any of our subsidiaries’ credit facilities would cause an
event of default under the indentures governing the Charter Holdmgs notes, CCH 1I notes, CCO Holdmgs
‘notes and our other notes which.would_in turn trigger the Cross- -default provision of the Chartet Operatlng
- credit facilities. See_“— Certain Trends and. Uncertainties — Acceleration of Indebtedness of Subsidiaries.” ‘
~T T Further; “while--intermediate. holding_ companies between -Charter Holdings and CCO Holdings: are’ not -
guarantors under the Charter Operating credit facilities, their defaults on certain 1ndebtedness of $50- milon- — .
or more is an event of default under the Charter Operating credit facilities. i
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The credit facilities of our subsidiaries. contain change of control provisions, making it an event of default,
and permitting acceleration of the debt, in the event .of certain specified changes of control, including if
Mr. Allen, his.estate, heirs and related entities, fails to maintain, directly or indirectly, at least 51% voting
interest in the related borrower, or ceases to.own of.record or beneficially, directly or indirectly, at least 25% of
the . equity .interests in the related borrower. See “— Certain Trends and Uncertainties — Long-Term
" Indebtedness.—— Change of Control Payments,” ' ‘ ' : L

ExxstmgNotes o . _ L . R

- On September 23,2003, we and 'our sub31d1ar1es CCH 11 and Charter Holdmgs purchased in a non-
monetary transaction, a total of approximately $609 million principal amount of our outstanding convertible
senior notes and approximately $1.3 billion principal amount of ‘the senior notes and senior discount notes
issued by Charter Holdings from institutional investors in a small number of privately negotjated-transactions.
-As consideration for these securities; CCH II issued approximately $1.6 billion pnnmpal amount of 10.25%
senior notés due 2010, achlevmg approximately $294 -million of debt discount. .CCH 1I also issued an
additional $30 million principal amount of 10.25% senior notes for an cquivalent amount of cash and used the
net proceeds for transaction costs and general corporate purposes. See discussion of the CCH II notes below )
for more details.

-+ 5.75% Charter Convertible Notes

In October and November 2000, we 1ssued 5.75% convert1ble senior notes with a total pr1n01pal amount at -
maturity of $750 million. As of December 31, 2003, there was $618 miillion in total principal amount of these
notes outstandlng The 5.75% Charter convertible notes are converuble at the option of the holder into shares
of Class A common stock at a conversion rate of 46.3822 shares per $1 000 principal amount of notes, which is
equivalent to a price of $21.56 per share, subject to certain adjustments. Specifically, the adjustments include
anti~dilutive provisions, which cause adjustments to occur automatically based on the occurrence of specified

“events to provide protection rights to holders of the notes. Additionally, we may adjust the conversion ratio
“under certain circumstances when deemed appropriate: These notes are redeemable at our option at amounts
decreasing from 102.3% to 100% of the principal amount plus accrued and unpaid interest begmnlng on -
October 15, 2003 to the date of redempt1on :

The 5. 75% Charter convertible notes rank equally with any of our future unsubordmated and unsecured
indebtedness, but are structurally subordinated to all existing and future indebtedness and other liabilities of
our-subsidiaries. Upon a change of control, subject to certain conditions and restrictions, we may be required
to  repurchase the notes, in whole or in- part at 100% of thelr pnncrpal amount plus accrued 1nterest at the
repurchase date. ‘ - ' D :

4. 75% ‘Cha‘rter Convertible Notes

In May 2001, we issued 4.75% convertible senior notes with a total principal amount at maturity of
$633 million. As of December 31, 2003, there was $156 million in total principal amount of these notes
outstanding. The 4.75% Charter convertible notes are convertible at the option of the holder into shares of
Class A:common stock at a conversion rate of 38.0952 shares per $1,000 principal amount of notes, which is
equivalent to a price of $26.25 per share, subject to certain adjustments. Specifically, the adjustments include
~ anti-dilutive provisions, which automatically occur based on the occurrence of specified events to provide
protection rights to holders of the notés. Additionally, we may adjust the conversion ratio under certain
circumstances when deemed appropnate "These notes are redeemable at our option at amounts decreasing
from' 101, 9% to 100% of the principal amount plus accrued and unpaid mterest begmmng on June 4, 2004 to
the. date of redempnon : “

The 4.75% Charter convertible notes rank equally with any of our future unsubordinated and unsecured

indebtedness, but are structurally subordinated to all existing and.future indebtedness and other liabilities-of

our subsidiaries. Upon a change of control, subject to certain conditions-and restrictions, we may be required
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to repurchase the notes in whole or in part, at 100% of thelr principal amount plus accrued interest at the -
repurchase date. ,

: March 1999 Charter Holdings Notes

The March 1999 Charter Holdings notes were issued under three separate indentures, each.dated as of
March 17, 1999, among Charter Holdings and Charter Capital, as the issuers, and BNY Midwest Trust
Company, as trustee. Charter Holdings and Charter Capital exchanged these notes for new March 1999
Charter Holdings notes with substantially similar terms, except that the new March 1999 Charter Holdings
notes are registered under the Securities Act and, therefore, do not bear legends restricting their transfer and
are not subject to further registration or special interest obligations.

The March 1999 Charter Holdings notes are general unsecured obligations of Charter Holdings and
Charter Capital. Cash interest on the March 1999 9.920% Charter Holdings notes will not accrue prior to
April 1, 2004,

The March 1999 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital. They

rank equally with all other current and future unsubordinated obligations of Chartér Holdings -and-Charter -- - -

Cap1ta1 including the J anuary 2000, January 2001, May 2001 and January 2002 Charter Holdings notes. They
are structurally subordinated to the obligations of Charter Holdings’ subsrdrarres including the CCH II notes,
the CCO Holdings notes, and the credlt facrhtres

Charter Holdings and Charter Capltal will not have the nght to redeem the March 1999 8. 250% Charter
Holdings notes prior to their maturity date on April 1, 2007. On or after April 1, 2004, Charter Holdings and
Charter Capital may redeem some or all of the March 1999 8.625% Chartcr'HoIdings notes and the March
1999 9.920% Charter Holdings notes at any time, in each case, at a premium. The optional redemption price
declines to 100% of the principal amount of March 1999 Charter Holdings notes redeemed, plus accrued and
unpaid interest, if any, for redemption on or after April 1, 2007.

In the event that a specified change of control event'oCcurs Charter Holdings and Charter Capital must
oﬂ'er to repurchase any then outstanding March 1999 Charter Holdings notes at 101% of their principal
amount or accreted value, as applicable, plus accrued and unpaid interest, if any.

. The indentures governing the March 1999 Charter Holdings senior notes contain restrictive covenants
that limit certain transactions or activities by Charter Holdings and its restricted subsidiaries. See “— Sum-
© mary of Restrictive Covenants under Charter Holdings High-Yield Note Indentures.” All but two of Charter
Holdings’. dlrect and indirect subsidiaries are currently restricted subsidiaries.

. January 2000 Charter Holdings Notes

The January 2000 Charter Holdings notes were issued under three separate indentures, each dated as of
January 12, 2000, among Charter Holdings and Charter Capital, as the issuers, and BNY Midwest Trust
Company, as trustee. In June 2000, Charter Holdings and Charter Capital exchanged these notes for new
. January 2000 Charter Holdings notes, with substantially similar. terms, except that the new January 2000
Charter Holdings notes are registered under the Securities Act and, therefore, do not bear legends restricting
their transfcr and are ‘not subJect to further regrstratlon or special interest obhgatlons

. The January 2000 ‘Charter "Holdings notés are general unsecured- obhgatlons of Charter -Holdings.and
Charter Capital. Cash interest on the January 2000 11.75% Charter Holdings notes will not accrue prior to
January 15, 2005.

The January 2000 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital.
They rank equally with all other current and future unsubordinated obligations of Charter Holdings and
Charter Capital, including the March 1999, January 2001, May 2001 and January 2002 Charter Holdings
notes. They are structurally subordinated to the obligations of Charter Holdmgs -subsidiaries, including the
CCH II notes, the CCO- Holdings notes, and the credit facilities. :
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Charter Holdings and Charter Capital will not have the right to redeem the January 2000 10.00% Charter
Holdings notes prior to their maturity date on April 1, 2009. On or after January 15, 2005, Charter Holdings
‘and Charter Capital may redeem some or all of the January 2000 10.25% Charter Holdings notes and the
January 2000 11.75% Charter Holdings notes at any time, in each case, at .a premium, The optional
redemption price declines to 100% of the principal amount of the January 2000 Charter Holdings notes
redeemed, plus accrued and unpaid interest, if any, for redemptlon on or after January 15; 2008. )

In the event that a specified change of control event occurs, Chartér Holdings and Charter Capital must
offer to repurchase any then outstanding January 2000 Charter Holdings notes at 101% of therr total principal
amount or accreted value, as applicable, plus accrued and unpaid interest, if any.

The indentures governing the January 2000 Charter Holdings notes contain substantially identical events
of default, affirmative covenants and negative covenants as those contained in the indentures governing the
March 1999 Charter Holdings notes. See “— Summary of Restrictive Covenants under Charter Holdings
High-Yield Note Indentures.” -

January 2001 Charter Holdmgs Notes

The January 2001 Charter Holdmgs notes were issued under three separate indentures, each dated as of
January 10, 2001, each among Charter Holdings and Charter Capital, as the issuers, and BNY Midwest Trust
Company, as trustee. In March 2001, Charter Holdings and Charter Capital exchanged these notes for new
January 2001 Charter Holdings notes, with substantlally similar terms, except that the new January 2001
Charter Holdings notes are registered under the Securities Act and, therefore, do not bear 1egends restnctlng
their transfer, and are not-subject to further registration or special interest obligations. .

The January 2001 Charter Holdings notes are general unsecured obligations of Charter Holding.s ‘and
Charter Capital. Cash interest on the January 2001 13.500% Charter Holdings notes will not accrue pnor to
January 135, 2006.

The January 2001 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital.
They rank equally with all othér current and future unsubordinated obligations of ‘Charter Holdings and
Charter Capital, including the March 1999, January 2000, May 2001 and January 2002 Charter Holdings
notes. They are structurally subordinated to the obligations of Charter Holdings’ subsidiaries, mcludlng the
CCH II notes, the CCO Holdings notes, and the credit facilities.

Charter Holdings and Charter Capital will not have the right to redeem the January 2001 10.750% .
Charter Holdings notes prior to their maturity date on October 1, 2009. On or after January 15, 2006, Charter
Holdings and Charter Capital may redeem some or all of the January 2001 11.125% Charter Holdings notes
and the January 2001 13.500% Charter Holdings notes at any time, in each case, at a premium. The optional
redemption price declines to 100% of the principal amount of the January 2001 Charter Holdings notes
redeemed, plus accrued and unpaid interest, if any, for redemption on or after January 15, 2009.

In the event that a specified change of control event occurs, Charter Holdings and Charter Capital must
offer to repurchase any then outstanding January 2001 Charter Holdings notes at 101% of their total pnnCIpal
amount or accréted value, as applicable, plus accrued and unpaid interest, if any '

The indentures governing the January 2001 Charter Holdings notes contaln substannally ldentlcal events
of default, affirmative covenants and negative covenants as those contained in the indentures governing the
March 1999 and January 2000 Charter Holdings notes. See “— Summary of Restrictive Covenants under
Charter Holdings High-Yield Note Indentures.” o : : :

May 2001 Charter Holdings Notes

The May 2001 Charter Holdings notes were issued under three separate indentures, each among Charter
Holdings and Charter Capital, as the issuers, and BNY Midwest Trust Company, as trustee. In September
2001, Charter Holdings and .Charter Capital exchanged substantially all of these notes for new May 2001
Charter Holdings notes, with substantially similar terms, except that the new May 2001 Charter Holdings
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_ notes are’ reglstered under the Securities Act and, therefore, do not bear Iegends restricting their transfer, and
are not subject to further registration or special interest obligations.. :

The May 2001 Charter Holdings notes are general unsecured obligations of Charter Holdings and
Charter Capital. Cash interest on the May 2001 11.750% Charter Holdings notes will not accrue prior to
May 15, 2006.

The May 2001 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital. They
rank equally with all other current and future unsubordinated obligations of Charter Holdings and Charter
Capital, including the March 1999, January 2000, January 2001 and January 2002 Charter Holdings notes.
They are structurally subordinated to the obligations of Charter Holdings subsidiaries, including the CCH 1I
notes the CCO Holdings notes, and the credlt facﬂmes

Charter Holdings and Charter Cap1ta1 w111 not have the right to redeem the May 2001 9.625% Charter
Holdings notes prior to their maturity date on November 15, 2009. Before May 15, 2004, Charter Holdings
and Charter Capital may redeem up to 35% of the May 2001 10.000% Charter Holdings notes and the May
2001 11.750% Charter Holdings notes, in each case, at a premium with proceeds of certain offerings of equity
securities. In addition, on or after May 15, 2006, Charter Holdings and Charter Capital may redeem some or
all of the May 2001 10.000% Charter Holdings notes and-the May 2001 11.750% Charter Holdings notes at
any time, in each case, at-a premium. The optional redemption price declines to 100% of the principal amount
of the May-2001 Charter Holdings notes redeemed plus accrued and unpaid interest, if any, for redemption on
or after May 15, 2009.

In the event that a specified change of control event occurs, Charter Holdings and Charter Capital must
offer to repurchase any then outstanding May 2001 Charter Holdings notes at 101% of their total principal
amount or accreted value, as applicable, plus accrued and unpaid interest, if any.

The indentures governing the May 2001 Charter Holdings notes contain substantlally identical events of
default, aﬁirmatlve covenants and negative covenants as those contained in the indentures govemning the
March 1999, January 2000 and January 2001 Charter Holdings notes. See “— Summary of Restrictive
Covenants under Charter Holdings High-Yield Note Indentures.”

Jahuary 2002 Charter Holding& Notes

The January 2002 Charter Holdings notes were issued under three separate indentures, each among
Charter Holdings and Charter Capital, as the issuers, and BNY Midwest Trust Company, as trustee, two of
which were supplements to the indentures for the May 2001 Charter Holdings notes. In July 2002, Charter
Holdings and Charter Capital exchanged substantially all of these notes for new January 2002 Charter
Holdings notes, with substantially similar terms, except that the new January 2002 notes are registered under
the Securities Act and, therefore, do not bear legends restricting thelr transfer and are not subject to further
registration or special interest obligations.

The January 2002 Charter Holdings notes are general ‘unsecured obligations of Charter Holdings and
Charter Capital. Cash interest on the January 2002 12.125% Charter Holdings notes will not accrue prior to
Januvary 15, 2007.

The January 2002 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital.
- They rank- equally with the. current and future unsecured and unsubordinated debt of Charter Holdings,
‘including the- March 1999; January 2000, January 2001 and May 2001 Charter Holdings notes. They are
structurally subotdinated to the obligations of Charter Holdmgs subs1d1ar1es 1nc1ud1ng the CCH I notes, the
CCO Holdmgs notes, and the credit facilities. :

The Charter Holdings 12.125% senior discount notes are redeemable at the.option of the issuers at
amounts decreasing from 106.063% to 100% of accreted value beginning January 15, 2007. At any time prior
to January 15, 20085, the issuers may redeem up to 35% of the total principal amount of the 12.125% senior
discount notes at a redemption price of 112.125% of the accreted value under certain conditions:
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In the event that a specified change of control event occurs, Charter Holdings and Charter Capital must
offer to repurchase any then outstanding January 2002 Charter Holdings notes at 101% of their total principal
amount or accreted value, as applicable, plus accrued and unpaid interest, if any.

The indentures governing the January 2002 Charter Holdings notes contain substantially identical events
of default, affirmative covenants and negative covenants as those contained in the indentures governing thé
March 1999, January 2000, January 2001 and May 2001 Charter Holdings notes. See “— Summary of
Restrictive Covenants under Charter Holdings High-Yield Note Indentures.”

Summary of Restrictive Covenants under Charter Holdings High-Yield Notes.

The limitations on incurrence of debt and issuance of preferred stock contained in Charter Holdings’
indentures permit Charter Holdings and its subsidiaries to incur additional debt or issue preferred stock, so
long as there is no default under the Charter Holdings indéntures. Except as provided below, these limitations
restrict the incurrence of debt unless, after giving pro forma effect to the incurrence, Charter Holdings could
meet a leverage ratio (ratio of consolidated debt to four times EBITDA, as defined, from the most recent
quarter for which internal financial reports are available) of 8.75 to 1.0. In addition, regardless of whether the
leverage ratio could be met, so long as no default exists or would result from the incurrence or 1ssuance
Charter Holdings and 1ts restncted sub51d1ar1es are permitted to lssue

s up to $3.5 billion of debt under credit facilities,
+ up to $75 rmlhon of debt mcurred to finance the purchase or capltal lease of new assets,
* up to $300 mllhon of additional debt for any purpose,

» additional debt in an amount equal to 200% of proceeds of new cash equity proceeds received by
Charter Holdings and its restricted subsidiaries since March 1999, the date of our first indenture, and
not allocated for restricted payments or permitted investments, and

"+ other items of indebtedness for specific purposes such as intercompany debt, refinancing of existing
debt, and interest rate swaps to provide protection against fluctuation in interest rates.

The restricted subsidiaries of Charter ‘Holdings are generally not permitted to issue debt- securities
contractually subordinated to other debt of the issuing subsidiary or preferred stock, in either case in any
public or Rule 144A offenng . :

The Charter Holdings indentures permit Charter Holdings and its restricted subsidiaries to incur debt
under one category, and later reclassify that debt into another category. Our subsidiaries’ credit agreements
generally impose more restrictive limitations on incurring new debt than ‘Charter Holdings’ indentures, so our
subsidiaries that are. subject to credit agreements are not permitted to utilize the full debt incurrence that
would otherwise be available under the Charter Holdings mdenture covenants

Generally, under Charter Holdings’ high-yield indentures:

+ Charter Holdings and its restricted subsidiaries are generally permitted to pay dividends on equity
interests, repurchase interests, or make other specified restricted payments only if Charter Holdings
can incur $1.00 of new debt under the leverage ratio test, whlch requires that Charter Holdings meet an
8.75 to 1.0 leverage ratio after giving pro forma effect to the transaction and if no default exists or
would exist as a consequence of such incurrence. If those conditions are met, restricted payments in a
total amount of up to 100% of Charter Holding’s consolidated EBITDA, as defined, minus 1.2 times its
consolidated interest expense, plus 100% of new cash and non-cash equity proceeds received by
‘Charter Holdings and not allocated to the debt incurrence-covenant or to permitted investments, all
cumulatively from March 1999, the date of the first Charter Holdings indenture, plus $100 million.
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In addition, Charter Holdings may make drstnbutlons or restricted payments so long as no dcfault exists
or would be caused by transactions: - : - :

et repurchase management equity interests in amounts not to exceed $10 rnllhon per fiscal year

» regardless of the existence of any default to pay pass-through tax habrhtres in respect of ownershrp of
equity interests in Charter Holdings or 1ts restncted subsidiaries, or -

« to make other spemﬁed restricted payments including merger feesup to 1 25% of the transaction value,
repurchases’ usmg concurrent new 1ssuances, and certaln dmdends on emstrng subs1d1ary preferred
equrty interests. © . :

« Charter Holdings and its restrrcted subsrdranes may not make investments except permitted invest-
ments if there is a default under the indentures or if Charter Holdings could not incur $1.00 of new
debt under the 8.75t0 1.0 leverage ratlo test described above after giving effect to the transaction.

Perrrutted mvestments 1nclude

: .. * investments by Charter Holdmgs in restncted subsrdrancs or by restncted subsidiaries in Charter
-+« - --Holdings, ... ~_ . - : S ' '

.. e investments 1n productlve assets (mcludmg through equlty mvestments) up to $150 million,

. “mvestments aggregatmg up to 100% of new cash equlty proceeds recerved by Charter Holdrngs since
March 1999 and not allocated to the debt i incurrence or restncted payments covenant, and

« other 1nvestments up to. $50 million.

Charter Holdings is not permitted to grant ‘liens on its assets other than specifiéd. perniitted‘ liens.
Permitted liens include liens securing debt and other obligations incurred under our subsidiaries credit
facilities, liens securing the purchase price of new assets other liens securmg 1ndebtedness up to $50 million
and specified liens incurred in the ordinary ¢ course of busmess The lien covenant does not restrict. hens on
assets of subsidiaries of Charter Holdings. ‘ '

Charter Holdings and Charter Capital, its co-issuer, are generally not permitted to sell all or substantially
all of their assets or merge with or into other companies ‘unless their leverage ratio after any such transaction
" would be no greater than their leverage ratio immediately prior to the transaction, or unless Charter Holdings
and its subsidiaries could incur $1.00 of new debt under the 8.75 to 1.0 leverage ratio test described above after
giving effect to the transaction, no default -exists, and the surviving entrty is.a U.S. enmy that assumes the
Charter Holdings notes. . . - . : 3y S : &

Charter Holdings and its restricted subsidiaries may generally not otherwise sell assets or, in the case of

. restricted subsidiaries, issue equity interests, unless they receive consideration at least equal to the fair market
value of the assets, or equity interests, consisting of at least 75% in cash, assumnption of liabilities, securities
converted into cash within 60 days or productive assets; Charter Holdings and its restricted subsidiaries are
then required within 365 days after any asset sale either to commit to use the net, cash proceeds over. a
specified threshold to acquire assets, including current assets, used or useful in their businesses or use the net
cash proceeds to repay debt, or to offer to repurchase the Charter Holdings notes w1th any remaining proceeds

Charter Holdmgs and its restricted subsidiaries may generally not engage in sale and leaseback

~ transactions unless, at the time of the transaction, Charter Holdings could have incurred secured indebtedness

T in an-amount equal-to the. present value of the net rental payments to be made’ under the lease, ‘and the sale of
o the assets’ ‘and- apphcatlon -of proceeds.is. permrtted by the covenant restnctmg asset sales SN

Charter Holdings’ restncted subsidiaries may generally not enter’ info restrictions-on thelr ablhty to make
dividends or distributions or transfer assets to Charter Holdings on terms that are materially more restrictive
than those governing their debt, lien, asset sale, lease and similar agreements ¢xisting when they entered into
the indentures, unless those restrictions are on customary terms that ‘will not matenally impair Charter
Holdings’ ability to repay the high-yield notes. : :
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The restricted subsidiaries of Charter Holdings are generally not permitted to guarantee or pledge assets . .
to secure debt of Charter Holdings, unless the guarantying subsidiary issues a guarantee of the notes of
comparable priority and tenor, and waives any rights of rermbursement 1ndemmty or subrogatlon arising from
the guarantee transactron for at least one year. :

The indentures also restrict the ability of Charter Holdlngs and its restncted subsidiaries to enter into"
certain transactions with affiliates involving consideration in excess of $15 million without a determination by
the board of directors‘of Charter Holdings that the transaction is on terms no less favorable than.arms length,
or transactions with affiliates involving over $50 million without receiving an 1ndependent opinion as to the,
fairness of the transaction to the holders of the Charter Holdmgs notes

| CCH IT Notes

“In September 2003, CCH II and CCH I Cap1tal Corp Jomtly issued approxrmately $1.6 billion total
principal amount of 10.25% senior notes due 2010. The CCH II notes are general unsecured obligations of
CCH II and CCH II Capital Corp. They rank equally with all other cuirent or future unsubordinated
obligations of CCH II and CCH II Capital Corp. The CCH 1I notes are ‘structurally subordinated to all
obligations of subsidiaries of CCH 11, including the CCO Holdings notes and the credit facilities,

Interest on the CCH 1I notes accrues at 10.25%. per annum, from September 23, 2003 or, if interest
already has been paid, from the date it was most recently paid. Interest is payable semi- annually in arrears on
each March 15 and September t5, commencmg on March 15, 2004,

At any time prior to September 15, 2006, the issuers of the CCH II notes may redeem up to 35% of the
total principal amount of the CCH 11 notes on a pro rata basis at a redemption price equal to 110.25% of the
principal amount of CCH 1I notes redeemed, plus any accrued and unpaid interest. ‘

On or after September. 15 2008 the issuers of the CCH 1I notes may redeem all or a part of the notes at
a redemption price that declines ratably from the initial redemption price of 105.125% to'a redemption price
- on or after September 15, 2009 of 100.0% of the prmcrpal amount of the CCH'TI notes redeemed plus m
: each case, any accrued and unpaid interest.

In the event of’ specrﬁed change of control events, ‘CCH 11 must offer to purchase the outstanding
" CCH II notes from the holders at a- purchase price equal to lOl% of the total pnn01pal amount of the notes
plus any accrued and unpard 1nterest

The mdenture governing the CCH 11 notes contams restrictive covenants that lrmrt certam transactions or
activities by CCH II and its restricted subsidiaries, including the covenants summarized below. As of the issue
. date all but two of CCH s drrect and 1nd1reet subsidiaries were restncted subsrdlanes

- The covenant in the mdenture govemmg the CCH M notes- that restricts incurrence of debt’ and issuance -
of preferred stock permits CCH IT and its subsidiaries to incur or issue specified amounts of debt or preferred
stock, if, after giving effect to the incurrence, CCH II could meet a leverage ratio (ratio of consolidated debt
to four times EBITDA from the most recent fiscal quarter for which internal ﬁnancral reports are avarlable) of
5.5 to 1.0. S

In addition, regardless 'of whether the leverage ratio could be met, so long as no default exists or would
result from the incurrence or-issuance, "CCH 1T and its restricted subsidiaries are permitted to incur or issue:

. up to $9 75 brlhon of debt under credrt fac1lrt1es? mcludmg debt under credit facilities outstandmg on
the issue date of the CCH IT notes C e :

- -eupto $75 million of debt mcurred to finance the purchase or capital lease of new assets,
eup to $3OO mllllon of addrtronal debt for any purpose ‘and

» other items of 1ndebtedness for specrﬁc purposes such as 1ntercompany debt refinancing of exrstmg
debt, and interest rate swaps to provide protection against fluctuation in interest rates.
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- The restricted subsidiaries of CCH II are generally not permitted to issue debt securities contractually
subordinated to other debt of the issuing subs1d1ary or preferred stock, in either case in any public or
Rule 144A offering. : . :

The CCH 11 indenture permits CCH II and its restricted subsidiaries to incur débt under one category,
and later reclassify that debt into another category. Our subsidiaries’ credit agreements generally impose more
restrictive limitations on incurring new debt than the CCH II indenture, so our subsidiaries that are subject to
~ credit agreemiénts are not permitted to utilize the full debt incurrence that would otherwrse be available under
the CCH 1I indenture covenants.

Generally, under the CCH II mdenture CCH II and its restncted subsidiaries are permitted to pay
dividends on equity interests, repurchase interests, or make other specified restricted payments only if CCHII
can incur $1,00 of new debt under the leverage ratio test, which requires that CCH II meet a 5.5 to 1.0
leverage ratio-after giving effect to the transaction; and if no default exists or would exist as a consequetice of
such incurrence. If those conditions are met, restricted payments in a total amount of up to 100% of CCH IT's
consolidated EBITDA, as-defined, minus 1.3 times its consolidated interest expense, plus 100% of new cash
and non=cash equity proceeds received by CCH TI and not allocated to-the debt incurrence covenant, all
: cumulatlvely from the fiscal quarter commenced July 1, 2003, plus $100 million.

In addmon CCH II may make dlstnbutrons or restricted payments so long as no default exists or would
be caused by transactions: -

e to repurchase management equrty interests in amounts not to exceed $10 mllhon per fiscal year,

=" i regardless of the-existence of any.default, to pay pass through tax habrhtles in respect of ownership of

equity interests in CCH IT or its restricted subsidiaries, i e e el e

e regardless of the-éxistence of any default, to pay interest when dué on Charter Holdings notes, to pay,
" so long as there is no default, interest on the convertible senior notes (inicluding the Notes} of Charter,
“to purchase, redeem or refinance, so long as CCH II could incur-$1.00 of indebtedness under the 5.5 to
1.0 leverage ratio test referred to above and there is'no default, Charter Holdings notes, Charter notes,
and other dlrect or indirect parent company notes (including the CCH II notes), - '

"« to make dlsmbutlons in: connectron with the private: exchanges pursuant to which the CCH I1 notes
* were issued, and : :

. other speclﬁed restricted payments including merger fees up. to 125% of the transaction value
‘repurchases using concurrent new issuances, and certam dividends on exrstmg subsrdrary preferred
- equity 1nterests : ;

" The. 1ndenture govermng the CCH i notes. restncts CCH II and its restrlcted subsidiaries from making

m.mvestme‘nts~ except specrﬁed perrmtted 1nvestments or creatlng new unrestricted subsidiaries, if there is a

- default under the indenture or if CCH II could not incur $1.00 of new debt under the 5.5 to 1.0 leverage ratio’

test described above after giving effect to the transaction.
- Permitted investments include:

+ investments by CCH II and its restricted subsidiaries in CCH II and in other restricted subsidiaries, or
entities that becomie restricted subsidiaries as a result of the investment,

. investments aggregating up to 100%, of ‘new cash equity:proceeds received by CCH 1I since
September, 23, 2003 to the extent the proceeds have not been allocated .to the restricted payments
covenant described above, ‘ :

- ,investments resulting from the private exchanges pursuant to which the CCH 1I notes were issued,
. other investments up to $750 million outstanding at any time, and

" “ecertain specified-additional investments, such as investments in customers and suppliers in the ordinary
course of business and investments recelved in connection with perfiitted asset sales: -~ - - .. ..
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CCH 11 is not permitted to grant liens on its assets other than specified permitted liens. Permitted liens
include liens securing debt and other obligations incurred under our subsidiaries’ credit facilities, liens securing
the purchase price of new assets, other liens securing indebtedness up to $50 million and specified liens
incurred in the ordinary course of busmess The lien covenant does not restrict liens on assets of subsidiaries of
CCH IL

. CCH II and. CCH IT Capital Corp., its co-issuer, are. generally not permitted to sell all or substantially all
of their assets or merge with or into other companies. unless their leverage ratio after any such transaction
would be no greater than their leverage ratio immediately prior to the transaction, or unless' CCH 1I -and its
subsidiaries could incur $1.00 of new debt under the 5.50 to 1.0 debt incurrence test described above after
giving effect to the transaction, no default emsts and- the surviving entity is a U S. entity that assumes the
CCH 11 notes.

- CCHII and its restricted subsidiaries may generally not otherwise sell assets or, in the case of restricted
subsidiaries, issue equity interests, unless they receive consideration at least equal to the fair market value of
the assets or equity interests, consisting of at least 75% in cash, assumption of liabilities, securities converted
into cash ‘within 60 days or productive assets. CCH I and its restricted subsidiaries are then required within
365 days after any asset sale either to commit to use the net cash proceeds over a specified threshold to acquire -
assets, including current assets, used or.useful in their busmesses or use the net cash proceeds to repay debt or
to-offer to repurchase the CCH II notes with any remaining proceeds. :

CCH 1I and its restricted subsidiaries may generally not engage in sale and leaseback transactions unless,
at the time of the transaction, CCH II could have incurred secured indebtedness in'an amount equal to the
present value of the net rental payments to be made under the lease, and the sale of the assets and: apphcation
of proceeds is permitted by the covenant restricting asset sales.

CCH ID’s restricted -subsidiaries may generally not enter into restrictions -on their ability to make
dividends or distributions or transfer assets to CCH II on terms that are materially, more restrictive than those
governing their debt, lien, asset sale, lease and similar agreements existing when-they entered into the
indentures, unless those restrictions are on customary terms that will not matenally 1mpair CCH IT’s ability to
repay the CCH II notes. ‘ ‘ : .

The restricted subsidiaries of CCH I are generally not permitted to guarantee or pledge assets to secure
debt of CCH 1I, unless the guarantying subsidiary issues a guarantee of the CCH II notes of comparable
priority and tenor, and waives any rights of reimbursement indemnity or subrogation arising from the
_ guarantee transaction for af least one year.

The 1ndentures also restrict the ability of CCH 1I and its restricted sub51d1ar1es to enter into certain
transactions with affiliates mvolvmg consideration in excess of $15 million without a determination by the
board of directors that the transaction is on terms no less favorable than arm’s length;-or’ transactions with
affiliates involving over $50 million without receiving an 1ndependent opmion as to the falrness of the
transaction to the holders of the CCH II notes o o » -

CcCo Holdmgs Senior Notes

In November 2003, CCO Holdings and CCO Holdings Capital Corp. jointly issued $500 million total
principal amount of 8%% senior notes due 20t3. The CCO Holdings notes are general unsecured-obligations of
CCO Holdings and CCO Holdings Capital Corp. They rank equally with all other current or future
unsubordinated obligatlons of CCO Holdings and CCO Holdings Capital Corp. The CCO Holdings notes are
‘structurally Subordinated to all obligations of subsidiaries of CCH 1I, including the credit facﬂities

Interest on the CCO Holdings senior notes accrues at 8%% per year, from November 10, 2003 or, if
interest already has been ‘paid, from the date it was most recently paid. Interest is payable semi-annually in
arrears on each May 15 ard November 15, commencing on May .15, 2004." : ‘

At.any time prior to November-15, 2006, the issuers of the CCO Holdings senior notes may redeem up to
35% of the total principal amount of the CCO Holdings senior notes to the extent of public equity proceeds
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they have recerved on a pro rata basis at a.redemption price equal to 108.75% of the pnncrpal amount of CCO
Holdings senior notes redeemed, plus any accrued and unpaid interest. ‘ :

On or after November 15, 2008, the issuers of the CCO Holdings senior notes may redeem all or a part of
the notes at a .redemption price that declines ratably from the initial redemption price of 104.375% to a
" redemption price on or after November 15, 2011 of 100.0% of the principal amount of the CCO Holdings
senior notes redeemed, plus, in each case, any accrued and unpaid interest.

In the event of st)eciﬁed change of control events, CCO Holdings‘ seriior must offer to purchase the
outstanding CCO Holdings senior notes from the holders at a purchase price equal to 101% of the total
principal amount of the notes; plus any accrued and unpaid interest. - '

The indenture governing the CCO Holdings senior notes contains restrictive covenants that limit certain
transactions or activities by CCO Holdings and its restricted subsidiaries, including the covenants summarized
below. As of the issue date, all but two of CCO Holdings’ direct and indirect subsidiaries were restricted

.Vsubsrdranes

The covenant in the indenture governing the CCO Holdings senior notes that restricts incurrence of debt
and issuance of preferred stock permlts CCO Holdings and its subsidiaries to incur or issue specified amounts
‘of debt or preferred stock, if, after giving pro forma effect to the incurrence or issuance, CCO Holdings could
meet a leverage ratio (ratio of consolidated debt to four times EBITDA, as defined, from the most recent
fiscal quarter for which internal ﬁnanaal reports-are avarlable) of 4.5 to 1.0

In addition, regardless of whether the leverage ratio could be met, so long as no default exists or would
result from the incurrence or issuance, CCO Holdings and its restricted subsidiaries are permitted to incur or
1ssue

. up to $9 75. billion of debt under credit famhtres 1ncludmg debt under credit facrhtres outstandrng on
the issue date of the CCO Holdlngs senlor notes,

« up to $75 nrulhon of debt incurred to finance the purchase or capital lease of new assets

up to $300 mrlhon of additional debt for any purpose, and

. other items of indebtedness’ for specific purposes such as mtercompany debt, reﬁnancmg of ex1st1ng
debt and interest rate swaps to provide protectron agamst ﬁuctuatlon in interest rates A

The restncted subsidiaries of CCO Holdmgs are generally not permltted 10 issue. debt secuntres
contractually subordinated to other debt of the issuing- subsidiary or preferred stock, in erther case in any
pubhc or Rule 144A oﬂenng v . :

The CCO Holdings indenture permlts CCO Holdrngs and its restncted subsrdranes to incur debt under
one category, and later reclassify that debt into another category. Our subsidiaries’ credit agreements generally
impose more restrictive limitations on incurring new debt than CCO Holdings’ indenture, so our subsidiaries
that are subject to credit agreements are not permitted to utrhze the full debt incurrence that would otherwrse
be avarlable under the CCO Holdings’ 1ndenture cavenants. ‘ - :

Generally, under CCO Ho[drngs 1ndenture o - .

» CCO Holdings and its restricted subsidiaries are permitted to pay dividends on equity interests,

. repurchase interests, or make other specified restricted payments only if CCO Holdings can incur $1.00
of new debt.under the leverage ratio test, which requires that CCO Holdings meet a 4.5 to 1.0 leverage

ratio-after giving effect to the transaction, and if no default exists or would exist as a consequence -of
such incurrence. If those conditions are met, restricted payments in-a total amount of up to 100% of
CCO Holdings’ consolidated EBITDA, as defined, minus 1.3 times its consolidated interest expense,

plus 100% of new cash and appraised non-cash equity proceeds received by, CCO Holdings and not
allocated to the debt incurrence covenant, all cumulatively from the fiscal quarter commenced
October .1, 2003, plus $100 million. - ~ '
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In-addition, CCO Holdings may make dlStI’lbutIOﬂS or restncted payrents, so long as no default exists or
would be caused by the transaction: : :

i

s to repurchase management equity interests in amounts not to exceed $10 million per fiscal year;

. regardless of the existence of any default, to pay pass-through tax habﬂmes in respect of ownershlp of
equity interests in Charter Holdings or its restncted subsidiaries;.

. to pay, regardless of the ex1stence of any default, interest when due on Charter Holdings notes and
‘ CCH I notes

* to pay, so long as there is no default, interest on the ‘Charter convertlble notes;

» to purchase, redeem or refinance Charter Holdings notes, CCH II notes, Charter. notes, and other
direct or indirect parent company. notes, so long as CCO Holdings could incur $1.00 of 1ndebtedness
under the 4.5 to 1.0 leverage ratio test referred to above and there is no default; or.

+ to make other specified restricted payments including merger fees up to 1.25% of the transactibn,value‘, ‘
repurchases using concurrent new issuances, and certain dividends on existing subsidiary preferred
equity interests. :

The indenture govermng the CCO Holdings senior notes restricts CCO Holdmgs and’its restricted
subsidiaries from making investments, except spec1ﬁed permitted investments, or creating new unrestricted
subsidiaries, if there is a default under the indenture or if CCO Holdings could not incur $1.00 of new debt
under the 4.5 to 1.0 leverage ratio test described above after giving effect to. the transaction.

Permitted investments include:

+ investments by CCO Holdings and its restricted subsidiaries in CCO Holdings and in other restricted
subs1d1ar1es or ertities that become restricted sub51d1ar1es as a result of the investment,

- investments aggregating up to 100% of new cash equlty proceeds received by CCO Holdmgs since’
November 10,-2003 to the extent the proceeds have not been allocated to the restncted payments
covenant described above,

+ other mvestments up to $750 million outstandmg at any time, and

* certain specified additional 1nvestments such as investments in customers and suppliers in the ordinary
course of business and- mvestments recelved in connection with permitted asset sales.

CCO Holdmgs is not perrmtted to grant liens on its assets other than specified permltted hens Permitted -
liens include liens securing debt and other obligations incurred under our subsidiaries’ credit facilities, liens
securing the purchase price of new assets, other liens securing indebtedness up to $50 million and specified
liens incurred ‘in the ordinary course of business. The lien covenant: does not restnct liens on assets of
subsididries of:CCO Holdmgs :

_ CCO Holdings and CCO’ Holdmgs Capltal its co- issuer,, are generally not permitted to. sell all or
substantially all of their assets or merge with or into other companies unless their léverage ratio after any such
transaction would be no greater than their leverage ratio immediately prior to the transaction, or unless CCO
Holdings and its subsidiaries could incur $1.00 of new debt under the 4.50 to' 1.0 leverage ratio test described
above after giving effect to the transaction, no default exists, and the surv1v1ng entity is a U.S. entity that
" assumes the CCO Holdmgs senior notes. :

CCO Holdings and its restricted sub51d1arles may generally not otherw1se sell assets or, in the case of
restricted subsidiaries, issue equity interests, unless they receive consideration at least equal to the fair market
value of the assets or equity interests; consisting of at least 75% in cash, assumption of liabilities, securities
converted into cash within 60 days or productive assets. CCO Holdings and its restricted subsidiaries are then
required within 365 days after any asset sale either.to'commit to-use the net cash proceeds over a specified
threshold to acquire assets, including current assets, used or useful in their businesses or use 'the net cash
proceeds to repay debt, or to offer to repurchase the CCO Holdings senior notes with any remaining proceeds.
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i ._.__principal amount at maturity of 11.875% senior discount notes due 2008..On_July_ 22, 1999, the issuers

"CCO Holdings and its restricted subsidiaries may generally not engage in sale and leaseback transactions
unless, at the time of the transaction, CCO Holdings could have incurred secured indebtedness in an amount
equal to the present value of the net rental payments to be made under the lease, and- the sale of the assets and
apphcanon of proceeds 1s permltted by the covenant restnctmg asset sales.

CCO Holdings’ restncted subsidiaries may generally ot enter into restnctlons on their ability to make
dividends or distributions or transfer assets to CCO Holdings on terms that are materially more restrictive
than those -governing their debt, lien, asset sale, lease and similar agreements e)ustmg when they entered into

the indentures, unless those restrictions are on customary terms that wrll not materially impair CCO Holdmgs
- ability to repay the high-yield notes. » :

The restricted subsidiaries of CCO Holdings are generally not pérmitted to gnarantee or pledge-assets to..
secure debt of CCO Holdings, unless the guarantying subsidiary issues a guarantee of the notes of comparable
priority and tenor, and waives any rights of reimbursement, indemnity or subrogatwn arising from the
guarantee transaction for at least one year.

The indenture also restricts the ability of CCO Holdings and its restricted - subsidiaries to enter into
certain transactions with affiliates involving consideration in excess of $15 million without a determination by
the board. of directors that the transaction is on terms no less favorable than arms length, or transactions with
affiliates involving over $50 million without receiving an independent opinion as to ‘the fairness of -the
transaction to the holders of the CCO Holdmgs notes.

' CC V Holdings Notes

- .On December 10,1998, CC V Holdings, LLC, formerly known as Avalon Cable LLC, and CC V
. Holdmgs Fmance “Inc. (formerly Avalon® Cable Holdings Finance,_Inc.) jointly issued $196.0. million- total

exchanged $196.0 mrlhon of the ongmal issued and-outstanding Avalon notes for an L equivalent amount of new
Avalon notes. The form and terms of the new Ayalon notes are substanttally identical to the original Avalon — -~ —
notes except that they are reglstered under the Securities Act and therefore, are not subject to the same

transfer restrictions. ‘

" The Avalon notes are guaranteed by certam sub51d1anes of CC v Holdmgs

In the event of specrﬁed change of control events holders of the Avalon notes have the nght to sell their
Avalon notes to the issuers. of the Avalon notes at 101% of the total principal amount, of the Avalon notes, plus
accrued and unpald interest, if any, to the date of purchase

Our acquisition of Avalon triggered this right. In J anuary 2000, we completed change of control oﬁers in

~ which we repurchased $16.3 million total accreted value of the 1.1.875% notes at a purchase price of 101% of

- acereted value as of January 28, 2000. The repurchase, price of $11 million was funded with proceeds of the
sale of the January 2000 Charter Holdings notes.

" On December 1, 2003, the issuers redeemed at par value an amount equal to $369.79 per $l 000 in
pr1nc1pal amount at matunty of each senior discount note then outstandmg Based on the amount outstanding
on December 1, 2003 the redemption amount was $67 mllhon

There were no current payments of cash interest on the Avalon notes before December 1, 2003. The -
Avalon notes accreted in value at a rate of 11.875% per year, compounded semi-annually, to a total principal
amount of $180 million on December 1, 2003. At December 31, 2003, after principal repayments in the fourth
quarter of 2003, the total prtnc1pal amount outstandlng was $113 mllhon Stnce December 1, 2003, cash
interest on the Avalon notes

"« accrues at-the rate- of 11.875% per year on the prmcrpal amount at matunty and
. is payable semt-.annually in arrears on June 1 and December 1 of each year, c,ommencing June 1, 2004.
After December 1, 2003, the issuers of the Avalon notes may redeem the Avalon notes, in whole or in

part, at a specified premium. The optional redemption price declines to 100% of the principal:amount of the
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Avalon notes redeemed plus accrued and unpatd interest, lf any, for redemptlons on or after December 1,

2006..

The limitations on in'cttrrence of debt containecI in the indenture governing the CC V notes permit the
CC V issuers and their restricted subsidiaries to incur additional debt or issue shares of preferred stock so long
as we are not in default under the CC V indenture: - : :

 if, after giving eﬁect to the incurrence, the CC V issuers could meet a. leverage ratio (ratio of
“consolidated debt to four times consolidated cash flow from the most recent quarter) of 6.5 to 1.0, and,

" regardless of whether the leverage Tatio could be met,

up to approximately $346 million of debt under a credit facility,
up to $10 million of debt incurred to finance the purchase of nei assets,’
up to $15 rnﬂhon of addmonal debt, and

other items. of indebtedness. for specific purposes such as intercompany debt; refinancing of existing
debt and interest rate swaps to provide protection against fluctuation in interest rates.

~ The indenture governing the CC V notes permits the CC V issuers to incur debt under one-of the
cdtegories above, and réeclassify the debt into a different category. The CC VIII 'LLC credit agreement -
generally imposes more restrictive limitations on incurring new debt, so CC VIII Operating and its
subsidiaries are not permitted to utilize the full debt incurrence capability provided by the indenture covenants
provided for in the CC V notes. :

-

Under the indenture governing the CC V notes, the CC V issuers and their restricted subsidiaries are
permitted to pay dividends on equity interests, répurchase interests, make restricted investments, ‘or
make other specified restricted payments only if CC V could, after giving effect thereto, incur $1.00 of
" additional debt under the leverage ratio test, which would require that the' CC 'V issuers meet the 6. 5 to
1.0 leverage ratio of the indebtedness covenant and no default would existor Tesult as a consequence
thereof. If those conditions are met, the CC V issuers and their restricted subsidiaries are pernntted to
- make restricted payments in a total amount not to exceed the result of 100% of the CC V issuers’
consolidated cash flow, minus 1.4 times their consolidated interest. expense, plus 100% of new equity
proceeds received by the CC Vissuers, plus returns on certain investments, all cumulatively from.
" January 1, 1999. The CC V'i issuérs and their restricted subsidiaries may make permitted investments
“up to $10 million and other specified permitted investments, restricted payrnents up to $5 mllhon and
other specified restricted payments without meeting the foregoing test.’

The CC Vi 1ssuers and their restricted subsidiaries are not pernutted to grant liens on their assets other
_than specified permitted liens. Permitted liens include liens securing debt permitted by the covenant
limiting incurrence of debt, lieris securing amounts up to the greater of $15 million or 5% of total’ assets '
certain existing hens and specified liens incurred in the ordmary course of business.

 The CC V issuers are generally not permltted to séll or otherw1se dispose of all or substantially all of
 their assets or merge with of into other companies unless the CCVi issuers and their subsidiaries could
incur $1.00 of additional debt under the leverage ratio test descnbed above, after giving effect 1o the
transaction. S S 4 = o R AR

The CC V issuers and thelr sub51d1anes may generally not othervnse sell assets or, in the case of
restrictéd subsidiaries, equity interests, unless they receive consideration at least equal to the fair
market value of the assets or equity. interests, with at least 75% of the consideration for such sale
consisting of a controlling interest in a permitted business or assets useful in a permitted business or
cash, assumption of liabilities or securities promptly converted into cash.- The CC V issuers and their
restricted subsidiaries are then required within 360 days after any asset sale either to commit to use the
net cash proceeds over a specified threshold either to acquire assets, including controlling assets in
.. permitted businesses, make cdpital expenditures or use the net cash-proceeds to repay debt, or to offer
to repurchase the CC V notes with any remaining proceeds. .:

78




« The CC V issuefs and their restricted subsidiaries may not engage in sale and leaseback transactions
unless, at the time of the transaction, the applicable CC 'V issuer or restricted subsidiary could-have
incurred indebtedness under the leverage ratio test described above in an amount equal to the present
value of the net rental payments to be made under the lease, the gross proceeds of the sale are at least
equal to the fair market value of the subject property, and the sale of the assets and application of
proceeds is permitted by the covenant restnctmg asset sales.

*+ The CC V issuers’ restricted subsidiaries may not enter into restrictions on their abilities to make
dividends or distributions or transfer assets to the CC V issuers ‘except under docurnents governing
debt, asset sales, leases and like transactions pcrmltted by the indenture.’

« The restricted sub51d1anes of the CC V issuers are generally not permltted to guarantee or pledge assets
to secure debt of the CC V issuers, unless the guarantying subsidiary issues a guarantee of the CC V

- notes, and waives any rights of reimbursement, mdemnlty or subrogatlon arlsmg from the guarantee
transactlon for at least one year.. - . .

+ The CC V issuers and their restncted sub51d1arles are generally not perrmtted to transfer equity
interests in restricted subsidiaries unless the transfer is of all of the equity interests in the restricted
subsidiary or the restricted subsidiary remains a restricted subsidiary and net proceeds of the equity
sale are applied in accordance with the asset sales covenant. Restricted subsidiaries of the CC V issuers
are not permitted to issue cqulty interests if as a_result, the issuing sub51d1ary would no longer be a
restricted subsidiary.

+ The indenture governing the CC V notes also restricts the ability of the CC V issuers and their
restricted subsidiaries to enter. into certain transactions with affiliates involving over $2.5 million
without a determination by the board of directors that the transaction is on terms no less favorable than
arms length, or transactlons with affiliates involving con51deratlon in excess of $10 million with affiliates
without receiving. an independent opinion as to thc fairness of the transaction to the holders of the
. CC V notes.

Renaissance Notes

. The 10% senior discount notes due 2008 were issued by Renaissance Media (Louisiana) LLC,
Renaissance Media (Tennessee) LLC and Renaissance Media Holdings Capital Corporation, with Renais-
sance Media Group LLC as guarantor and the United States Trust Company of New York as trustee.
Renaissance Media Group LLC, which is the direct or indirect parent company of these issuers, is now a
subsidiary of Charter Operating. The Renaissance 10% notes and the Renaissance guarantee are unsecured,
unsubordinated debt of the issuers and the guarantor, respectively. In October 1998, the issuers of the
Renaissance notes exchanged $163 million of the original issued and outstanding Renaissance notes for an
equivalent value of new Renaissance notes. The form and terms of the new Renaissance notes are the same in
all material respects as the form and terms of the original Renaissance notes except that the issuance of the
new Renaissance notes was registered under the Securities Act.. - :

There was no payment of any interest in respect of the Renaissance notes prior to October 15, 2003. Since
October 15, 2003, interest on the Renaissance notes is_payable semi-annually in arrears in cash at a rate of
10% per year. On April 15, 2003, the Renaissance notes. became redeemable at the option of the issuers
thereof, in whole or in part, initially at 105% of their principal amount at maturity, plus accrued interest,
declining to 100% of the principal amount at maturity, plus accrued interest, on or after April 15, 2006.

- Our acquisition of Renaissance triggered change of control provisions of the Renaissance notes that
required us to offer to purchase the Renaissance notes at a purchase price equal to 101% of their accreted
value on the date of the purchase, plus accrued interest, if any. In May 1999, we made an offer to. repurchase.
the Renaissance notes, and holders of Renaissance notes representing 30% -of the total principal amount .
outstanding at maturity tendered their Renaissance notes for repurchase.
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- The limitations on incurrence of debt contained in the- indenture governing the Renaissance notes permit
Renaissance Media Group and its restricted subsidiaries to incur.additional debt, so Iong as. they are not in
default under the. mdenture :

if, after giving eﬁ'ect to the incurrence, Renaissance Media Group could meet a leverége ratio (ratio of
consolidated debt to four times consolidated EBITDA, as defined, from the most recent quarter) of
6.75 to 1.0, and regardless of whether the leverage ratio could be met,

up to the greater of $200 mrlhon or 4.5 times Renarssance Media Group s consolidated annualized
EBITDA, as defined,

up to an amount equal to 5% of Renaissance Medra Group 8 consohdated total assets to finance the

purchase of new assets,

up to two times the sum of (a) the net cash proceeds of new equity issuances and capital contributions,
and (b) 80% of the fair market value of property received by Renaissance Media Group or an issuer as
a capital contribution, in each case received after the issue date of the Renalssance notes and not
allocated to make restricted payments, and ‘ :

other items of indebte‘dness for specific purposes such as intercompany debt, refinancing of existing
debt and interest rate swaps to provide protection against fluctuation -in interest rates.

'The indenture governing the Renaissance notes permits us to incur debt under one of the categories

above,

and reclassify the debt into a different category.

Under the indenture governing the Renaissance notes, “Renaissance Media Group and its restricted
subsidiaries are permitted to pay dividends on equity interests, repurchase interests, make restricted -
investments, or make other specified restricted payments only if Renaissance Media Group could incur
$1.00 of additional debt under the debt incurrence test, which requires that Renaissance Media Group
meet the 6.75 to 1.0 leverage ratio after giving effect to the transaction of the indebtedness covenant
and that no default exists or would occur as a consequence thereof. If those conditions are met,
Renaissance Media Group and its restricted subsidiaries are permitted to make restricted payments in
a total amount not to exceed the result of 100% of Renaissance Media Group’s consolidated EBITDA,
as defined, minus 130% of its consolidated interest expense, plus 100% of new cash equity proceeds
received by Renaissance Media Group and not allocated to the indebtedness covenant, plus returns on
certain investments, all cumulatively from June 1998. Renaissance Media Group and its restricted
subsidiaries may make permitted investments up to $2 million in related businesses and other specified
permitted investments, restricted payments up to $10 million, dividends up to 6% each year of the net
cash proceeds of public equlty oﬁenngs and other specified restncted payments without meetrng the
foregoing test.

Renaissance Media Group and its restricted subsidiaries are not permitted to grant liens on their assets
other than specified permitted liens, unless corresponding liens are granted to secure the Renaissance
notes. Permitted liens include liens securing debt permitted to be incurred under credit facilities, liens
securing debt incurred under the incurrence of indebtedness test, in amounts up to the greater of
$200 million- or 4.5 times Renaissance Media Group’s consolidated EBITDA, as defined, liens as
deposits for acquisitions up to 10% of the estimated purchase price, liens securing permitted financings
of new assets, liens securing debt permitted to be incurred by restricted subsrdrarles and specrﬁed liens
incurred in the ordinary course of busmess :

Renaissance Media Group and the issuers of the Renaissance notes are generally not permitted to sell
or otherwise dispose of all or substantially all of their assets or merge with or into other companies
unless their consolidated net worth after any such transaction would be no greater than their
consolidated net worth immediately prior to the transaction, or unless Renaissance Media Group could
incur $1.00 of additional debt under the debt incurrence test, which would requrrc them to meet a
leverage ratio of 6.75 to 1.00 after giving effect to the transaction.
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« Renaissance Media Group and its subsidiaries may generally not otherwise sell assets or, in the case of
subsidiaries, equity interests, unless they receive consideration at least equal to the fair market value of
the assets, consisting of at least 75% cash, temporary cash investments or assumption of debt. Charter
Holdings and its restricted subsidiaries are then required within 12 months after any asset sale. either to
commit to use the net cash proceeds over a specified threshold either to acquire assets used in their
own or related businesses or use the net cash proceeds to repay debt, or to oﬁ'er to repurchase the
Renaissance notes with any remaining procecds :

+ Renaissance Media Group and its restricted subsidiaries may generally not engage in sale and
leaseback transactions unless the lease term does not exceed three years or the proceeds are applied in
accordance with the covenant limiting asset sales. ‘

« Renaissance Media Group’s restricted subsidiaries may generally not enter into restrictions on their
abilities to make dividends or distributions or transfer assets to Renaissance Media Group except those
not more restrictive than is customary in comparable ﬁnancings.

T e -The resmcted subSIdlarles of Renaissance Media Group are not permmed to guarantee or pledge assets

) " to secure-debt-of -the Renalsbance Medid Group or its restricted subsidiaries, unless the guarantying..

- subsidiary issues-a-guarantee of the Rena1ssance n6tes of comparable priority and tendr, and waives any -
rights of reimbursement, indemnity or subrogation arising frofm the guarantee- transaction for_ at least™ " -
one year.

+ Renaissance Media Group and its restricted subsidiaries are generally not permitted to issue or sell
“equity interests in restricted subsidiaries, except sales of common stock of restricted subsidiaries so-
long as the proceeds of the sale are applied in accordance with the asset sale covenant, and issuances as
a result of which the restricted subsidiary is no longer a restricted subsidiary and any remaining
investment in that subsidiary is permitted by the covenant limiting restricted payments.

-« The indenture governing the Renaissance Notes also restricts the ability of Renaissance Media Group -
and its restricted subsidiaries to enter into certain transactions with affiliates involving consideration in
excess of $2 million without a determination by the disinterested members of the board of directors
that the transaction is on terms no less favorable than arms length, or transactions with affiliates
involving over $4 million with affiliates without receiving an mdependent opinion as to the falrness of
the transaction to Renaissance Media Group.

All of these covenants are subject to additional specified exceptions. In general, the covenants of our
subsidiaries’ credit agreements are more restrictive than those of our indentures. :

Our indentures include various events of default, including cross-default provisions. Under these
provisions, a failure by any of the issuers or any of their restricted subsidiaries to pay at the final maturity
thereof the principal amount of other indebtedness having a principal amount of $100 million or more (or any

- other default under any such indebtedness resulting in its acceleration) would result in an event of default
under the indenture governing the applicable notes. As a result, an event of default related to the failure to
repay principal at maturity or the acceleration of the indebtedness under the credit facilities of dur subsidiaries
or the CC V and Renaissance indentures could cause a cross-default under our indentures.

The Renaissance indenture contains a similar cross-default provision with a $10 million threshold that
applies to the issuers of the Renaissance notes and their restricted subsidiaries. The CC V indenture contains
events of default that include a cross-default to acceleration of, or failure to make payments when due or
within the applicable grace period, by CC V Hoidings, CC V Holdings Finance or any restricted subsidiary, on -
"any indébtedness -of-$5 million or:more. As a result, an event of default related to the failure to make a
payment when due or the acceleration of the indebtedness under the-€C VIII Operating credit facﬂxty could
cause a cross-default under the CC V indenture. ; ‘
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SUBSEQUENT EVENTS - -
Cretlkit ‘F actlities
Amended and Restated Charter Operating Credit Facilities — General

" The Charter Operatmg credlt facilities were amended and restated concurrently with the sale of
$1.5 billion senior second lien notes in April 2004, among other things, to defer maturities and increase
availability under these facilities and to enable Charter Operating to acquire the interests of the lenders under
the CC VI Operating, CC VIII Operating and Falcon credit facilities.

The amended and restated Charter Operating credit facilities:
« increase the avallablhty thereunder from $5.1 billion to $6 5 billion; and
. prov1de for two term facilities: ‘

(i) a Term A facﬂlty with a total principal amount of $2.0 billion, of which 12.5% matures in 2007,
30% matures in 2008, 37.5% matures in 2009 and 20% matures in 2010; and

(ii) aTermB facility with a total principal amount of $3.0 billion, which shall be repayable in 27 equal
quarterly installments aggregating in each loan year to 1% of the original amount of the Term B
facility, with the.remaining balance due at final maturity in 2011; and

« provide for a revolving credit facility, in a total amount of $1.5 billion, with a maturity date in 2010. -

. Amounts under the amended and restated Charter Operating credit facilities bear interest, at Charter

~-Operating’s election, at a bas¢ rate or the Eurodollar rate, as defined, plus a margin for Eurodollar loans of up
to 3.00% for the Term A facility and revolving credit facility, and up to 3.25% for the Term B facility,-and for
base rate loans of up to 2.00% for the Term A facility and revolving credit facility, -and up to 2.25% for the
Term B facility. A quarterly commitment fee of up to .75% is payable on the unused balance of the revolving
credit facilities.

Obligations arising under the original $5.1 billion commitment amount (the “Original Obligations™)
continue to be guaranteed by CCO Holdings and by Charter Operating’s domestic subsidiaries, other than the
non-guarantor subsidiaries (defined below), existing subsidiaries of Charter Operating precluded from so
guaranteeing by reason of the provisions of ¢ther indebtedness to which they are subject and immaterial
subsidiaries. The “non-guarantor subsidiaries” include CCO NR Holdings, LLC, and subsidiaries contributed
to CCO NR Holdings, LLC by Charter Holdings in the organizational restructuring that occurred in June of
2003, including CC VI Operating, CC VIII Operating and Falcon and their respective subsidiaries. The
Original Obligations continue to be secured by a pledge of equity interests owned by the subsidiary guarantors,
-as well as a pledge of CCO Holdings’ equity interests in Charter Operating and its subsidiaries, and
intercompany obligations owing to CCO Holdings by Charter Operating and its subsidiaries, and intercom--
pany obligations owing to the subsidiary guarantors. Obligations arising under the amended commitment
amount of $6.5 billion (the “Amended Obligations™) are secured by a lien on all assets of Charter Operating,
to the extent such lien can be perfected under the Uniform Commercial Code by filing a financing statement,
which assets include capital stock owned by Charter Operating and intercompany obligations owing to it from
its subsidiaries, CC VI Operating, CC VIII Operating and Falcon.

At such time as the Charter Holdings Leverage Ratio, as defined in the indentures governing the Charter
Holdings senior notes and senior discount notes and as certified by an officer of Charter Holdings, is below
8.75 to 1.0: (i) the guarantors’ guarantees will be amended to increase the amount guaranteed to include all of
the Amended Obligations; (ii) most of the non-guarantor subsidiaries will become additional subsidiary
guarantors of the Amended Obligations; and (iii) the guarantees of the Amended Obligations will be secured
by a lien on-all assets of the subsidiary guarantors (including the additional subsidiary guarantors), to the
extent such lien can be perfected under the Uniform Commercial Code by filing a financing statement;
provided that the guarantee and pledge of such interests by CC V Holdings, LLC and its subsidiaries will not
occur until the notes issued by CC V Holdings, LLC are redeemed. The CC V Holdings notes are required to
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be redeemed within 45 days after the Charter Holdings leverage ratio is below 8.75 to 1.0;-provided that such

~ ratio remains below such leverage ratio for the entire 45-day period.

Amended and Restated Charter Operating Credit Facilities — Restrictive C@ve_nants

The Charter Operating credit- facilities contain representations and warranties; and affirmative and

" negative covenants customary for financings of this type. The financial covenants measure performance against
standards set for leverage, debt service coverage, and interest coverage, tested as of the end of each quarter.
‘The maximum allowable leverage ratio is 4.25 to 1.0 until maturity, tested as of the end of each quarter

beginning June 30, 2004. Additionally, the Charter Operating credit facilities contain provmons requiring
mandatory loan prepayments under specn‘ied cucumstances 1nclud1ng when significant amounts of assets are

“sold and the-proceeds -are .not. reinvested i in assets useful in the business of the borrower within a specified

period, and upon the incurrence of certam indebtedness when the ratio-of senior ﬁrst hen debt to operatmg
cash flow is greater than 2.0 to 1.0. - ' -

The Charter Operating credit facilities permit Charter Operating and its subsidiaries to make distribu-
tions to pay interest on the Charter Operating senior second lien notes, the CCH 1I senior notes, the CCO
Holdings senior notes, the Charter convertible senior notes and the Charter Holdings senior notes, provided

that, among other things, no default has occurred and is continuing under the amended and restated Charter

Operating credit facilities. Conditions to future borrowings include absence of defauit or an event of default
under the amended and restated Charter Operating credit facilities and the continued accuracy in alt'material
respects of the representations and warranties, including the absence since December 31, 2003 6f any event,

v 'development or circumstance that has had or could reasonably be expected to have a material adverse effect

on our busmess
The events of default under the Charter Operating credit fac1ht1es bmclude among other thirigs:
(i) the failure to make pa')}ments when due or within' the applicable’ 'g“race period,
(11) the failure to comply w1th spec:1ﬁed covenants | | ‘

(111) the faxlure to pay or the occurrence of events that cause or permlt the acceleration of other
indebtedness owing by CCO Holdings, Charter Operating or Charter Operating’s subsidiaries in amounts
m excess of $50 million in aggregate prmc1pa1 amount,

(w) the faﬂure to pay or the occutrence of events that. result in: -the acceleration - of other
indebtedness owing by certain of CCO Holdings’ direct and indirect parent companies in amounts in
excess of $200 million in aggregate principal amount,

v) Paul Allen and/or certain of his famlly members and/or their exclusively owned entities
~(collectively; the ““Paunl Allen Group”) ceasing to have the power, dlrectly or 1nd1rectly, to vote at least
35% of the’ ordmary voting power of Charter Operatmg, P

(vi) the consummation of any transaction resulting in any person or group (other than the Paul

- Allen Group) having power, directly or indirectly, to vote more than 35% of the ordinary voting power of

Charter Operating, unless the Paul Allen Group holds a greater share of ordinary voting power of Charter
Operating,

(vii) certain of Charter Operating’s indirect or direct parent companies having indebtedness in
excess of $500 million ‘aggregate principal amourit which remains undefeased three months prior to the
final maturity of such indebtedness, and

(viii) Charter Operatlng ceasing to be a wholly-owned direét sub51d1ary of CCO Holdings, except in
certain very limited c1rcumstances .

83




‘Charter ‘Operating Notes '

On April 27, 2004, Charter Operatrng and ‘Charter Communications Operating Capital Corp. jointly ‘ |
issued $1.1 billion of 8% senior second lien notes due 2012 and $400 mllhon of 8% senior second hen notes -
due 2014, for total gross proceeds of $1.5 billion. :

The Charter Operating notes were sold in a private transaction-that was not subject to the registration

requirements of the Securities Act of 1933. The Charter Operating notes are not expected to have the benefit -

of any exchange or other registration rights; except in specified limited circumstances.

"On the issue date of the Charter Operatmg notes, because of restrictions contained in the Charter~
Holdmgs indentures, there were no Charter Operatmg note guarantees even though Charter Operating’s -
immediate parent, CCO Holdings, and certain of our sub51d1anes were obhgors and/or guarantors under the
amended and restated Charter Operating credit facilities. Upon the occurrence of the guarantee and pledge
date ( generally, the fifth businéss day after the Charter Holdings leverage ratio is certified to be below 8.75 to
1.0), CCO-Holdings and those subsidiaries of Charter Operating that are then guarantors of, or otherwise - -
obligors with respect to, indebtedness under the amended and restated Charter Operating credit facilities and
related obligations will be requlred to guarantee the Charter Operating notes The note guarantee of each such '
guarantor will be: : ‘

R
¢

+ a senior obligation of such guarantor

. structurally senior to the outstandmg senior notes of CCO Holdlngs and CCO Holdmgs Cap1ta1 Corp '
(except in the case of CCO Holdings’ note guarantee, which is structurally pari passu with such senior !
notes), the outstanding senior notes of CCH 11 and CCH 11 Capital Corp., the outstandmg senior
notes and senior discount notes of Charter Holdings and the outstanding convertible senior notes of
Charter (but subject to provisions in the Charter Operating indenture that permit interest and-subject
to meeting the 4.25 and 1.0 leverage ratio test, principal payments to be made thereon); and

» senior in right of payment to any future subordmated indebtedness of such guarantor.

All the subsidiaries of Charter Operating (except CCO NR Sub, LLC, and certain other subsidiaries that
are not deemed material and are designated as nonrecourse subsidiaries under the. amended -and restated
Charter Operating credit facilities) are restricted subsidiaries of Charter Operating under the Charter
-Operating notes.” Unrestricted: subs1d1ar1es generally will not be subject to the restrictive covenants in the
Charter Operating indenture.

In the event of specified change of control events, Charter Operating must offer to purchase the Charter
Operating notes at a purchase price equal to 101% of the total principal amount of the Charter Operatmg notes
repurchased plus any accrued and unpald interest thereon.

The limitations on incurrence of debt contained in the indenture governing the Charter Operating notes,
permit Charter Operating and its restricted subsidiaries that are guarantors of the Charter Operating notes to
incur additional debt or issue shares of preferred stock if, after giving pro forma effect to.the incurrence,
Charter Operating could meet a leverage ratio test (ratio of consolidated debt to four times EBITDA, as
defined, from the most recent fiscal quarter for which internal financial reports are available) of 4.25 to 1.0.

" In addition, regardless of whether the leverage ratio test could be- met;-so long as no default exists or
would result from the incurrence or issuance, Charter Operatmg and 1ts restncted subsidiaries are permitted to
incur or issue:

* up to $6.5 bil]ion of debt under credit facilities (but such incurrence is permitted only by Charter
Operating and its restricted subsidiaries that are guarantors of the Charter Operating notes, so long as
there are such guarantors), including debt under credit facilities outstanding on the issue date of the
Charter Operating notes; : ; :

« up to $75 million of debt incurredbto finance the purchase or.capital lease of assets;

s up tvo $300 million of additional debt for. any purpose; and
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» other items of indebtedness for specific purposes such as refinancing of existing debt and interest rate
swaps to provide protection against fluctuation in interest rates and, subject to meetmg the leverage
ratio test, debt existing at the time of acquisition of a restncted subsidiary.

-The Charter Operating indenture provides that Charter Operatmg will not pay, or permrt 1ts subsidiaries -
to pay, any interest or principal on $361 million of intercompany loans received” by it and its subsrdranes in
November 2003 from CCO Holdings, all of which shall become a common equlty caprtal contnbutron to -
Charter Operatrng on the guarantee and pledge date.

. The indenture governing the Charter Operating notes permrts Charter Operating to ;incur debt under one
of the categories. above, and, later reclassify the debt into a different category.. The amended and restated
Charter Operating credit facilities generally impose more restrictive limitations on incurring new debt than the
Charter Operating indenture, so our subsidiaries that are subject to credit facilities are not permitted to utilize
the full debt incurrence that would otherwrse be available under the Chaner Operatmg indenture covenants.

Generally, under Charter Operatrng s indenture, Charter Operatlng and 1ts restricted sibsidiaries are
permitted to pay dividends on equity .interests, repurchase interests, or make other specrﬁed restricted
~ payments only if Charter Operating could incur $1.00 of new debt under the leverage ratio test, which requires
- . that Charter Operating meet a 4.25 to 1.0 leverage ratio after giving:effect to the transaction, and if no default
<. - exists or would exist as a consequence of such incurrence. If those conditions are met, restricted payments are
_permitted in a total amount of up to 100% of Charter Operating’s consolidated EBITDA, as defined, minus 1.3
times ‘its. consohdated intefest” expense,- plus-100%. of new cash and appralsed non- cash equity proceeds
received by Charter Operatmg and not allocated to the debt incurrence covenant all cumulatlvely from the
fiscal quarter commenced Apnl 1, 2()04 plus $100 mrllron :

e In addrtron Charter Operating may make drstnbutrons or restncted payments, sO long as no default exists
©oor would be caused by {he fransaction: ~ - - .-

‘ . to repurchase management equrty interests in amounts not to exceed $10 mllhon per fiscal year

» regardless of the existence of any default, to pay pass- through tax liabilities in respect of ownershrp of
equity interests in Charter Operating or its restricted subsidiaries;

. to pay, regardless of the existence of any default interest when due on the Charter Holdrngs notes the
CCO Holdings notes, and our. notes;, .

* to pay, so long as there is no default, interest on the Charter convertlble notes

« to purchase; redeem or refinance the Charter Holdings notes, our notes the CCO Holdrngs notes, the -
“- Charter notes, and other direct or indirect parent company notes, so-long as Charter Operating could
incur $1.00 of mdebtedness under the 4.25 to l 0 leverage ratro test referred to above and there is no
©me oeee defaunlt; or L o R :

* to make other specified restricted payments includidg ‘merger fees up 161.25% of the transaction value,
repurchases using concurrent new 1ssuances and certain dividends on ex1st1ng subsidiary preferred
equrty interests, g :

“The rndenture governing the- Charter Operatmg notes restrrcts Charter Operatmg and its restrrcted
subsidiaries from making investments, except specified permitted investments, or creating new unresmcted
subsidiaries, if thete is a default under the indenture or if Chatter Operating could not incur $1 00 of néw debt -
under the 4.25 to 1.0 leverage ratio test descnbed above after giving eﬁ"ect to the transactron

Permrtted 1nvestments ‘include:

« investments by Charter Operating and its restricted subsidiaries in ‘Charter Operating and in other
 restricted subsidiaries, or entities that become restricted subsidiaries as 4 result of the investment;

© .+ investments aggregating up to 100% of new cash. equity proceeds received by Charter Operating since
April 27, 2004 to the extent the proceeds have not been allocated to the restricted payrnents covenant |
descrrbed above; : ‘
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* other investments up to $750 million outstanding at any time; and

« certain specified additional 1nvestments such as investments in customers and suppliers in the ordmary
course of business and investments received in connection with permitted asset sales

Charter Operatmg and its restricted subsrdlanes are not permitted to grant liens senior 16 the hens'
secunng the Charter Opérating notes, other than permitted liens, on their assets to secure indebtedness, or
other obligations, if, after giving effect to such incurrence, the senior secured leverage ratio (generally, the
ratio of obligations secured by first priority liens to four times EBITDA, as defined, from the most recent fiscal
quarter for which internal.financial reports are available) would exceed 3.75 to 1.0. Permitted liens include
liens securing indebtedness and ‘other obligations under permitted credit facilities, liens'securing the purchase
price. of new assets, hens seeurmg amounts up to $50 million and hens incurred in the ordinary course of
business. . - oo o SN

Charter Operatirfé‘ and Charter Commur[ications Operating Capital Corp., its co-issuer, are generally not
permitted to sell all or substantially all of their assets or merge with or into other companies unless their
leverage ratio after any such transaction would be no greater than their leverage ratio immediately prior to the
trarisaction, or unless-Charter Operating and its subsidiaries could incur $1.00 of new debt under the 4.25 to
1.0 leverage ratio test described above after.giving effect to the transaction, no default exists, and the- surv1v1ng
entlty is a U S. entity that’ assumes the Charter Operatmg notes. K

Charter Operatmg and its restncted subsmhanes generally may not otherwrse sell assets or, in the case of
restricted sub51d1ar1es issue equity interests, unless they receive consnieratlon at least equal to the fair market
value of the assets or equity interests, consisting of at least 75% in cash, assumptlon of liabilities, securities,
converted into cash within 60 days or productive assets. Charter Operating and its restricted subsidiaries are
then required within'365 days after any asset sale either to commit to use the net cash proceeds over a
specified threshold to acquire assets, including current assets, used or useful in their businésses or use the net

"cash proceeds to repay; debt, or to offer to repurchase the Charter Operatmg notes with any remaining
proceeds "

Char“ter Operatmg and its restricted subs1d1ar1es may generally not engage in sale- and leaseback -
transactions unless, at the time of the transaction, Charter Operating could have incurred secured indebted-
ness in an amount équal-to the present value of the net rental payments to be made under the lease, ‘and the
sale of the assets and application of proceeds is permitted by the covenant restricting asset sales.

Charter Operating’s restricted subsidiaries may generally not enter into restrictions on their ability to
make dividends or distributions. or transfer assets to Charter Operating on terms that are materially more
restrictive than those governing their debt, lien, asset sale, lease and similar agreements existing when Charter
Operating entered into the.indenture governing the Charter Operating Senior second lien notes unless those
restrictions are on customary terms that will not materially impair Charter Operating’s ability to repay the
Charter Operating notes, '

The restricted sub51d1ar1es of Charter Operatmg are generally not permttted to guarantee or pledge assets
to secure debt of Charter Operating, unless the guarantying subsidiary issues a guarantee of the notes of
comparable priority and tenor, and waives any rights of relmbursement mdemmty or subrogatlon ansmg from
the guarantee transactlon for at “least one year e '

- The 1ndenture also restricts the ability of Charter Operatlng and its restrlcted sub51d1ar1es to enter into
certain transactions with affiliates involving: consideration.in excess of $15 million without.a determination by
the board of directors that the transaction is on terms no less favorable than arms-length, or transactions with
affiliates involving over $50 million without receiving an mdependent oplmon as to the falrness of the
transaction to the holders of the Charter Operating notes. - .

B

"Charter’ Operatmg and its resmcted subsidiaries are generaﬂy not permltted to transfer eqmty interests in
restricted subsidiaries unless the- transfer is of all. of the equity interests in the restricted subsidiary or the
. restricted. subsidiary remains. a restricted. subsidiary and net proceeds of the equity sale are apphed in
~ accordance with the asset sales covenant.
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¥ Until the guararrtee and pledge date, the Charter Operating notes are secured by a second-priority. ] lien on
all of Charter Operating’s assets that.secure the obligations of Charter Operating under the Charter Operating

credit facility and specrﬁed Telated obligations. The collateral secures the obligations of Charter Operating

with respect to the- 8% senior second lien notes due 2012 and the 8% senior second lien notes due2014 on a .
ratable basis: The collateral consists of substantially ‘all 'of Charter Operating’s asséts in which security -
interests may be perfected under the Uniform Commercial Code by filing a ﬁnancmg statement (mcludmg
capital stock and mtercompany obligations), mcludmg, but not limited to: ~ *

» all of the capital stock of all of Charter Operatmg $ drrect subsrdranes, mcludmg, but not limited to,
CCO NR Holdings, LLC; and : :

+ all intercompany obligations owing to Charter Operating including, but not limited to, intercompany
notes from CC VI Operating, CC VIII Operatmg and Falcon, which notes are supported-by the same
_guarantees and collateral that supported these subsidiaries’ credit facilities prior to the amendment and
restatement of the Charter Operatmg credit facrhtres

On and after the guarantee and pledge date the collateral for the Charter Operating notes wrll consrst of
all.of Charter Operatmg s and its subsidiaries’ assets that secure.the obligations of Charter Operating or any
subsrdrary of Charter Operating with respect to the Charter _Operating credit facrhty and the related
obligations or certain other indebtedness on such date. It is currently contemplated that, as of the guarantee
and pledge date, such collateral will consist of . the capital stock of Charter Operating held by CCO Holdings,
all of the intercompany obligations owing to CCO Holdrngs by Charter Operating or any sub51d1ary of Charter
Operating, and substantially all of Charter Operatrng s'and the guarantors’ assets (other than the assets of
CCO Holdmgs) in which security interests may be perfected under the Uniform Commercial Code by filing a
financing statément (mcludmg capital stock and’ 1ntercompany obhgatlons) mcludmg, but not hmrted to:

© « with certain exceptions, all capital stock (limited in the case of capital stock of foreign subsidiaries, if
any, to 66% of the capital stock of ﬁrst tier fore1gn Subsrdxanes) held by Charter Operatmg or any
guarantor; and , ,

» with certain exceptions, all intercompany obligations owing to Charter Operating or any guarantor.

In addition, within a time frame specified under the Charter Operating credit facility (45 days after
Charter Holdings satisfies the Leverage Condition, as defined), Charter Operating-will be required to redeem,
or cause to be redeemed, in full the notes outstanding under the CC V indenture. Within five business days
after the redemption, and provided that such Leverage Condition remains satisfied, CC V Holdings, LLC and
its subsidiaries will be required to guarantee the Charter Operating credit facility and the related obligations
and to secure those guarantees with first-priority liens, and to guarantee the notes and to secure the Charter
Operating senior second lien notes with second-priority liens, on substantially all of their assets in which
security interests may be perfected under the Uniform Commercial Code by filing a financing- statement
(including capital stock and intercompany obligations). In addition, if Charter Operating or its subsidiaries
exercise any option to redeem in full the notes outstanding under the Renaissance indenture, then, provided
that the Leverage Condition remains satisfied the Renaissance entities will be required to provide correspond-
ing guarantees of the amended and restated Charter Operating credit facilities and related obligations and note
guarantees and to secure the Charter Operating notes and the amended and restated Charter Operatmg credit
facﬂltres and related obhganons with corresponding hens :

 In.the event that additional liens are granted by Charter Operatmg or its subsrdranes to secure obligations
under the amended and restated Charter Operating credit facilities or the related obligations, second priority
- liens on the same assets will be.granted to secure the Charter Operating notes, which liens will be subject to
the provisions of i intercreditor- agreement. Notwithstanding the foregoing sentence, no_such,second priority
liens need be provided if the time such lien would otherwise be granted is not during a guarantee and pledge.
- availability period (when the Leverage Condition is satisfied), but such second priority lien will be required to
be provided in -accordance with the foregoing sentence on or prior. to the fifth. business day of the
commencement of the next succeeding guarantee and pledge availability period.
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Related Party Transactions

See “Certain Relatlonshtps and Related Transactlons — Business. Relatronshrps in the Charter Com-
munications, Inc. 2004 Proxy Statement available at www.sec.gov. for information regarding related party
transactions and transactlons with other parties with whom we or our related partt_es may have a. relanonshl_p_._

Certain Trends and Uncertamtles A T’.; _ _ )
The following discussion hlghhghts a number of trends and uncertamtles in addition to those drscussed
_ elsewhere in this annual report and in other documents that we file w1th the SEC, that could matenally impact

our business, results of operations and financial condition.

Substantial Leverage. 'We and our subsidiaries have a significant amount of debt. As of December 31,
12003, our total debt was approximately $18.6 billion. In 2004, $188 million of our debt matures, and in 2005
and 2006, an additional $1.0 billion and $1.2 billion matures, respectively. In subsequent years, substantial
additional amounts will become due under our remiining obligations. We  believe that'as a result of our
significant levels of debt, our access to the debt markets could be limited when substantial amounts .of our
current indebtedness become due. If our business does not generate sufficient cash flow from operating
activities, and sufﬁc1ent funds are not avallable to us from borrowings under our credit facilities or from other
sources, we may not be able to repay our debt, grow our business, respond to competitive challenges, or to fund
our other liquidity and cap1ta1 needs. Further, if we are unable to refinance that debt, ultimately, we could be

forced to restructure our obhgatlons or seek protection under the bankruptcy Taws. 'If we need to raise

additional capltal through the issuance of equity or find it necessary to engage in a recapltahzatlon or other
similar transaction, our shareholders could suffer significant dilution and our noteholders might not receive all
principal and interest payments to which they are contractually entitled. For more 1nformat10n see the section
above entitled “quurdrty and Capital Resources ‘

Restrictive: Covenants The credit facilities of our'subsidiaries and the indentures governing the publicly
“held notes of our subsidiaries contain a number of significant covenants that could adversely impact our
business. In particular, the credit facilities and indentures of our subsidiaries restrict our subsidiaries’ ability
to: : o

» pay dividends or make other distributions;
. ruake certain investments or acquisitions;,
~« enterinto related party transactions;
. dispose of assets or rnerge;
. ‘incur additional debt;
. issue equity;b
‘-; repurchase or redeem eqmty interests and debt;
s grant hens and
¢ pledge assets.

Furthermore, our subsidiaries’ credit facilities tequire our subsidiaries to maintain specified financial
 ratios and meet financial tests. These financial ratios tighten and may become more difficult to maintain over
timé. The ability to comply with these provisions may be affected by events beyond our control. The breach of
any of these covenants will result in a default under the applicable debt agreement or instrument and could
trigger acceleration of the related debt under the: applicable agreement, and in certain cases under other
agreements governing ouf indebtedness. Any default under the credit facilities or indentures applicable to us
or our subsidiaries could adversely affect our growth, our financial condition and our results of operations and-
the’ abxhty to make payments on the pubhcly held notes ‘of Charter and our subs1dlanes and the crecht

Resources i N S
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‘ Liquidity Our business requires significant cash to fund capital expenditures, debt service costs and
ongoing operations. Qur ongoing operat1ons will depend on our ability to generate cash and to secure financing
in the future. We. have historically funded liquidity and. capital requirements through cash flows from
" operating activities, ‘borrowings under the credit. facilities of our subsidiaries, issuances of debt securities by us
*. or’our subs1d1ar1es -our 1ssuanccs of equ1ty securities and- cash on hand o . :

, Our abrlrty to operate depends on our contmued access to credit under our subs1d1aries credit facilities.
Our total potential borrowing availability under the current credit facilities ‘of our subsidiaries totaled
$1.7 billion as of December 31, 2003 although the actual availability under the covenant restrictions at that
time was:only $828: m1ll1on Our access to those funds is subject to our satisfaction of the covenants in those
credit facilities and the indentures governing our and our subsidiaries’ debt. In: ‘addition, an event of default
under the credit facilities and indentures, if not waived, could result in - the “acceleration -of those debt
obligations, which would in -turn result-in the. acceleration of other-debt obligations, and could result in
exercise.of remedies.by our creditors and could force us to. seek the protect1on of the bankruptcy laws, which
could materially adversely 1mpact our ability to operate our busmess and to make payments under our debt
instruments. - - g . :

If,.at any time, addrtlonal capltal or capacity is requlred beyond amounts 1nternally generated or avallable
through extstmg credlt facrlmes or'in tradltronal -debt-or equ1ty ﬁnancmgs, we would consrder

CmTe requestrng waivers or amendments with respect to our cred1t fac1ht1es, the ava11ab111ty and terms of ‘
.. which" would be- subject to market conditions; 2 . RV LT T
"' -',;further reducmg our expenses and’ cap1tal expendrtures; which ‘}vould llkely lmpalr‘ our ability to

‘ A1ncrease revenue : o s I

Te selhng assets
. 1ssu1ng debt securmes whrch may have structuralor othcr prioritie's over our-existing notes; or
. 1ssu1ng equl;ty secuntrcs that would be: d1lut1ve 1o ex1st1ng shareholders

S If the above strategles were not successful ultrmately, we could be forced to restructure our obl1gat10ns or
seek protect1on under ‘the bankruptcy laws, In add1t1on if we need. to raise addmonal capital through the
_issuance of equlty or find"it necessary to- engage in a recap1tal1zat1on or other similar transaction, our
shareholders could suffer srgmﬁcant dilution and our noteholders mrght not recerve all principal and interest

~ payments to Wh1ch they are contractually entltled

For more 1nformatlon ‘see the sect1on above entrtled “L1qu1d1ty and Cap1tal Resources.”

Acceleratton of Indebtedness of Our Subszdtarz In the eventof a default under our subs1d1anes ¢redit .
facilities or notes, our subsidiaries’ creditors could elect to declare all amounts borrowed, together with * a
“accrued ‘and. unpaid interest and other fees, to be due and payable In such event,-our subsidiaries’ credit
facilities and inderiture§ will not permit- .our subsidiaries 10 ‘distribute funds to ‘Charter Holdco of Charter io
pay interest or principal on ‘our notes. If‘the amounts outstanding under sich credit facilities or notes are
accelerated, all of our subsidiaries’ debt and l1ab111t1es would be payable from our subsidiaries’ assets, prior to
any. distribution of our subsidiaries’ assets to pay the interest and principal amounts on our notes. In addition,
the lenders under our subsidiaries’ credit facilities could foreclose on their collateral, which includes equlty
1nterests in_eur subsidiaries, and they could exercise other rights of secured creditors. In any such case, we
mlght not ‘be able to repay or make any payments on our notes. 'Additionally, an ‘acceleration or payment
default under our subsrdlanes credit facilities would cause a cross-default in the indentures governing the
Charter Holdmgs notes, CCH II notes, CCO Holdings notes: ‘and our converttble senior notes and would
trigger the cross- -default provision of the Charter Operating credit agreement. Any default ‘under any of our
subsidiaries’. credit-facilities-or notes rmight‘adversely affect the: holders of our notes-and our growth, financial
ucondltron and results of operat1ons and could force us to- examine all optrons 1nclud1ng seekmg the protectlon

~of the bankruptcy laws LT EreT L T R T : ; :




Charter Communications, Inc.’s Public Notes are Subordinated in Right of -Payment t6 all Liabilities of
our-Subsidiaries. The borrowers and guarantors under the Charter Operating credit facilities, the CC:VI
Operating credit facilities, the Falcon' credit facilities and the CC VIII Operating credit ‘facilities are. our
indirect subsidiaries. A number of our subsidiaries are also obligors-under other debt-instruments, including
‘Charter Holdings, CCH II and CCO" Holdings, which .are: each a co-issuer of senior notes and/or senior -
discount notes. As of December 31, 2003, our total debt was approximately $18.6 billion, $17.9 billion' of
which would have been senior in right of payment to' the Charter public notes. In a hquldatron the lenders
under all of our subsidiaries’ credit facilities ‘and-the holders of the other debt instruments and- all other
credrtors of our subsrdranes wrll have the r1ght to be pa1d before us from any of our subs1dlar1es assets.

“ If we caused a subsrdlary to make a dlstrlbutlon to enable us to make payments in réspect of our pubhc
notes, and such transfer were deemied a fraudulent transfer or an- -unlawful distribution, thé holders of our
public notes could be required to return the payment to. (or for-the benefit of) the-creditors of éur subsidiaries.
In the event of the bankruptcy, liquidation or dissoliition of a subsidiary, following payment by such subsidiary
of its liabilities, such subsidiary may not have sufficient assets rentaining. to-make ‘any payments to'us as an
equity holder or otherwise and may be restricted by bankruptcy and insolvency laws from making any such
payments This would affect our ablhty to make payments to the holders of our pubhc notes.

Securztzes thzganon -and Governmenl Investzgazzons A number of putatlve federal. class. actlon lawsults
have been filed against us and certain of our former and present officers and directors allegmg violations of
secufities laws, which have been consolidated for pretrial purposes. In addition, a numbeér of ‘other lawsuits

"have been filed against us in other jurisdictions. A shareholders derivative suit'was filed in the U.S. District

Court for the Eastern Dlstnct of Missouri, and several class action lawsuits were filed in Delaware state court '

agamst us and certain of our directors and officers. Flnally, two shareholders denvatlve sults were filed in
Missouri state court against us, our then current diréctors and our former 1ndependent aud1tor these actions
were consolidated during the fourth quarter of 2002.-The federal shareholders derivative suit, the Delaware
class actions and the consohdated denvatwe suit each allege that the defendants breached the1r fiduciary
duties. C R A S . LR et e RN .'_ . %

In August 2002, we became awaré of a grand jury investigation being conducted by the U.S: Attorney’s
Office for the Eastern District of Missouri into cértain of our accounting and reporting. practices focusing on -
how we reported customer numbers, and our reportmg of amounts received from dlgltal set-top terminal
supphers for advertlsmg The U.S. Attomey s Office has publicly stated that we are not currently a target of
the investigation. We have also been advised by the U S. Attorney s Ofﬁce that no member of our board ‘of
directors, 1ncludmg our Chiéf Executive Officer, is a target of the invéstigation. On July 24, 2003, & federal
grand jury charged four former officers of Charter with conspiracy and mail and wire fratd, alleging'i improper
accounting and reporting practices focusing on revenue. from digital set-top terminal suppliers and.inflated
customer account numbers. On July 25, 2003, one of the former oﬁ'lcers who was mdlcted entered a guﬂty
plea We are fully cooperatmg with the. mvestlgatlon o s : oo ; '

. On. November 4,.2002, we rece1ved an mformal non-pubhe 1nqu1ry from the staﬁ of the SEC The SEC
subsequently issued a formal order of investigation dated January 23, 2003, and subsequent related document
and testimony subpoenas. The Jinvestigation and subpoenas generally concem Qur prior reports wlth respect to
our determination of the number of- customers and various of our accountmg pol1e1es and practrces including
our capitalization of certain expenses and dealmgs with certaln vendors including programmers and dlgttal
set-top terminal suppliers. We are fully cooperating. with the SEC Staff. - ‘ ‘

Due to the: inherent uncertamtles of lltlgatlon ‘and 1nvest1gat1ons ‘Charter cannot predlct ‘the ultrmate
outcome of these proceedrngs An unfavorable outcome i the : lawsutts or the government 1nvest1gatrons \

L descnbed ‘above could ‘have a material adverse effect on our consohdated ﬁnanmal cond1t10n results of

2

operauons or our liquidity,. 1ncludmg our ablhty to comply w1th our debt covenants

In addmon the restatement of eur 2000 2001 and. 2002 ﬁnanc1al statements may lead to addmonal
allegations in the pending securities class and shareholders derivative.actions against us, orto additional claims
belng ﬁled or to 1nvest1gat1ons being expanded or commenced These proceedlngs and our act1ons in response




to these proceedings, could result in substantial costs, substantial potential liabilities and the diversion of
management s attention, and could adversely affect our ability to execute our business and financial strategies.

_ Competltzon.' The 1ndustry in wh1ch we operate is highly competltlve In some instances, we compcte
against companies with fewer regulatory burdens, easier access to. financing, greater personnel resources,
greater brand name recognition and long-established relanonshlps with regulatory authorities and customers.
Increasing consolidation in the cable industry and the repeal of certain ownership rules may provide additional
benefits to certain of our competitors, either through access to financing, resources or efficiencies of scale.

Our principal competitor for video services throughout our territory is direct broadcast satellite television
services, also known as-DBS. Competition from DBS, including intensive marketing efforts and aggressive
pricing, has had an adverse-impact on our ability to retain customers. Local telephone companies and electric
utilities can compete in this area, and they increasingly may do so in the future. The subscription television
industry also faces competition from free broadcast television and from other communications and entertain-
ment media. With respect-to our Internet access services, we face competition; including 1ntens1ve marketing
efforts and aggressive pricing, from telephone companies and other providers of “dial-up” and -digital
subscriber line technology, also known as DSL. Further loss of customers to DBS or other alternative video
and data services could have a material negativc impact on our business.

- Mergers, joint ventures and ‘alliances among franchised, wireless or pnvate cable operators, satellite
television providers, local exchange carriers and others, and the repeal of certain ownership rules may provide
additional benefits to some of our competitors, either through access to financing, resources or efficiencies of
scale, or the ability to provide multiple services in direct competition with us.

Variable Interest Rates. At December 31, 2003, excludmg the effects of hedging, apprommatcly 39% of
our debt bears interest at.variable rates that are linked to short-term interest rates. In addition, a significant
portion of our existing debt, assumed debt or debt we might arrange in the future will bear interest.at variable
rates. If interest rates rise, our costs relative to those obligations will also rise. As of December 31, 2003 and
December 31, 2002, the weighted average interest rate on the bank debt was approximately 5.4%, respectively,
the weighted average interest rate on the high-yield debt was approximately 10.3%, and the weighted average
interest rate on the convertible debt was approximately 5.5% and 5.3%, respectively, resulting in-a blended
weighted average interest rate of 8.2% and 7.9%, respectively. Approximately 80% of our debt was effectively
fixed including the effects of our interest rate hedge agreements ‘as of December 31, 2003 compared to
approximately 79% at December 31, 2002:

Streamlining af Operanons In the past, we expcnenced rapid growth from acquisitions of a number of
- smaller cable operators-and the rapid. rebuild and rollout of advanced services. Our future success will depend
in part on our ability to standardize and streamline our operations. The failure to implement a consistent
corporate culture and management, operating or financial systems or procedures necessary to standardize and
'streamline our operations and effectively operate our enterprise could have a material adverse effect on our
business, results of operations and financial condition. In addition, our ability to properly manage our
operations will be impacted by our ability to attract, retain and incentivize experienced, qualified, professmnal
management :

,Servzces. - We expect that a substantial portion of our near-term growth will be achieved through
revenues from high-speed data services, digital video, bundled service packages, and to a Jesser extent various
commercial services that take advantage of cable’s broadband capacity. The technology involved in our
product and service offerings generally requires that we have permission to use intellectual property-and that
such property not infringe on rights claimed by others. We may not be able to offer these advanced services
successfully to our customers or provide adequate custorner service and these advanced services may not
generate adequate revenues. Also, if the vendors we use for these services are not financially viable over time,
we may experience disruption of service and incur costs to find alternative vendors. ‘In addition, if it is
determined that the product being utilized infringes on the rlghts of others, we may be sued or be preciuded
from using thc technology. . 4
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Increasing Programming Costs. Programming has been, and is expected to continue to be, our largest
operating expense item. In recent years, the cable industry has experienced a rapid escalation in the cost of
programming, particularly sports programming. This escalation may continue, and we may not be able to pass
programming cost increases on to our customers. As measured by programming costs, and excluding premium
services (substantially all of which were renegotiated and renewed in 2003), as of February 18, 2004,
approximately 34% of our current programming contracts are scheduled to expire by the end of 2004; and
approximately another 11% by the end of 2005. There can be no assurance that these agreements will be
renewed on favorable or comparable terms. The inability to fully pass these programming cost increases on to
our customers would have an adverse impact on our cash flow and operatlng margins.

Class A Common Stock and Notes Price Volatzlzzy The market price of our Class A common stock and
the publicly-traded notes issued by us and our subsidiaries has been and is likely to continue to be highly
volatile. We expect that the price of our securities may fluctuate in response to various factors, including the
factors described throughout this section and various other factors, which may be beyond our control. These
factors beyond our control could include: financial forecasts by securities analysts; new conditions or trends in
the cable or telecommunications 1ndustry, general economic and market conditions and specifically, conditions
related to the cable or telecommunications industry; any further downgrade of our debt ratings; announcement
of the development of improved or competitive technologies; the use of new products or promotions by us or
our competitors; changes in accounting rules; new regulatory legislation adopted in the United States; and any
action taken or requirements imposed by Nasdaq if our Class A common stock trades below $1.00 per share
for over 30 consecutive trading days.

In addition, the securities market in general, and the Nasdaq National Market and the market for cable
television securities in particular, have experienced significant price fluctuations. Volatility in the market price
for companies may often be unrelated or disproportionate to the operating performance of those companies.
These broad market and industry factors may seriously harm the market price of our Class A common stock
and our subsidiaries’ notes, regardless of our operating performance. In the past, securities litigation has often
commenced following periods of volatility in the market price of a company’s securities, and several purported
class action lawsuits were filed against us in 200! and 2002, followmg a decline in our stock prlcc

Economic Slowdown, Global Conflict. It is difficult to assess the impact that the gcncral economic
slowdown and global conflict will have on future operations. However, the economic slowdown has resulted
and- could continue to result in reduced. spending by customers and advertisers, which could reduce our
revenues, and also could affect our ability to collect accounts receivable and maintain customers. In addition,
any prolonged military conflict would materially and adversely affect our revenues from our systems providing
services to military installations. If we experience reduced operating revenues, it could negatively affect our
ability to make expected capital expenditures and could also result in our inability to meet our obligations
under our financing agreements. These developments could also have a negative impact on our financing and
variable mterest rate agreements through dlsruptlons in the market or. negatwe market conditions.

Long-T erm Indebtedness — Change of Control Payments, ‘We may not have the ability to raise the
funds necessary to fulfill our obligations under the Charter convertible senior notes or the notes and credit
facilities of our subsidiaries following a change of control. Under the indentures governing the Charter
. convertible senior notes, upon the occurrence of specified change of control events, including certain specified
dispositions of our stock by Mr. Allen, we are required to offer to repurchase all of the outstanding Charter
convertible senior notes. However, we may not have sufficient funds at the time of the change of control event
to make the requited repurchase of the Charter convertible senior notes and our subsidiaries are limited in
their ability to- make distributions or other payments to us to fund any required repurchase. In addition, a
change of control under our subsidiaries’ credit facilities and indentures governing their notes would require
the repayment of borrowings under those credit facilities and indentures. Because such credit facilities and
notes_are obligations of our. subsidiaries, the credit facilities and the notes would have to be repaid by our
subsidiaries before their assets could be available to us to repurchase the Charter convertible senior notes. Our
failure to make or complete a change of control offer would place us in default under the Charter convertible
senior notes. The failure of our subsidiaries to make a change of control offer or repay the amounts outstanding
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under their credit facilities would place them in default of these agreements and could result in a-default-under
the indentures govermng the Charter convertible senior notes

" Regulation and Legzslatzon Cable systems are extenswely regulated at the federal, state, and local level,
including rate regulation of basic service and equipment and- mithicipal approval of franchise agreements and
their terms, such as franchise requirements to upgrade cable plant and meet specified customer service
standards. Cable operators also face significant regulation of their channel carriage.. They currently can be
required to devote substantial capacity to the carriage of programming that they would not carry voluntarily,

_including certain local broadcast signals, local public, educational and government access programming, and
unaffiliated commercial leased access programming. This carriage burden could increase in the future,
. particularly if the FCC were to require cable systems to carry both the analog and digital versions of local
~broadcast signals or multiple channels added by digital broadcasters, The FCC is currently conducting a
proceeding in which it is considering this channel usage possibility, although it recently issued a tentative
decision against such dual carriage. In addition, the carriage of new high definition broadcast and satellite
programming services over the next few years may consume significant amounts of system capacity without
contributing to proportionate increases in system revenue.

- There is also uncertaihty whether local franchising authorities, state regulators, the FCC, or the
U.S. Congress will impose obligations on cable operators to provide unaffiliated Internet service providers with
regulated access to cable plant, If they were to-do so, and the obligations were found to be lawful, it could
complicate our operations in general, and our Internet operations in particular, from a technical and marketing
standpoint. These open access obligations could adversely impact our profitability and discourage system
upgrades and the introduction of new products and services. The United States Court of Appeals for the Ninth
Circuit recently vacated in part a FCC ruling defining cable modem service as an “information service” and
remanded for further proceedings. The Ninth Circuit held that cable modem Sservice is not “cable service” but
is part “telecommunications service” and part “information service.”” The decision will likely be appealed, but
it may possibly lead to cable operators having to contribute to the federal government’s universal service fund,
to open access requirements, and to other common carrier regulations. As we offer other advanced services
over our cable system, we are likely to face additional calls for regulation of our capacity and operatlon These
regulations, if adopted, could adversely affect our operations.

A recent court decision concerning the Digital Mlllenmum Copyright Act (“DMCA”) has enabled
copyright owners to obtain expedited subpoenas compelling disclosure by Internet service providers of the
names of customers that are otherwise known only by an Internet protocol, or IP, address or screen name. This
has led to a marked increase in the volume of subpoenas received by us, as copyright owners seek to constrain
the use of peer-to-peer networks for unauthorized copying and distribution of copyrighted works. Internet
service providers also have a DMCA obhgatlon to adopt and implement-a policy of terminating the accounts
of repeat copyright mfnngers The mcreased activity and responsibilities in this area pose an additional burden
on our operatlons

Interest Rate Risk.

We use interest rate risk management derivative instruments, such as interest rate swap agreements and
interest rate collar agreements (collectively referred to herein as interest rate agreements) as required under
the terms of the credit facilities of our subsidiaries. Our policy is to manage interest costs using a mix of fixed
and variable rate debt. Usmg interest rate swap agreements, we agree to exchange, at specified intervals, the
difference between fixed and variable interest amounts calculated by reference to an agreed-upon notional
principal amount. Interest rate collar agreements are used to limit our.exposure to, and to derive benefits from,
interest rate ﬁuctuanons on variable rate debt to within a certain range of rates.

At December 31, 2003 and 2002, we had outstanding $3.0 billion and $3.4 btlhon and $520 million and
$520 million, respectively, in notional amounts of interest rate swaps and collars, respectively. The. notional
amounts of interest rate instruments do not represent amounts exchanged by the parties and, thus, are not a
measure of our exposure to credit loss. See “Quantitative and Qualitative Disclosures About Market Risk,”
for further information regarding the fair values and contract terms of our interest rate agreements.
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Recently Issued Accounting Standards

In December 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003), Consolida-. ..
tion of Variable Interest Entities (“FIN 46R”), which' addresses how a business enterprise should evaluate
whether it has a controlling financial ‘interest in an -entity through means other than voting rights and
accordingly should consolidate the entity. FIN 46R replaces FASB Interpretation No. 46, Consolidation of
Variable Interest Entities, which was issued in January 2003. We will be required to apply FIN 46R to variable.
interests in variable interest entities created after December 31, 2003. For variable interests in variable interest
entities created before December 31; 2003, the FIN 46R will'be- dpplied beginning on March 31, 2004. For any
variable interest entities that must be consolidated under FIN 46R that were created before Deceémber 31,
2003, the assets, liabilities and noncontrolling interests of -the variable interest entity initially would be
measured at their carrying amounts with any difference between the net amount added to the balance sheet .
and any previously recognized interest being recognized-as the cumulative effect of an accounting charige. If
determining the carrying amounts is not practicable, fair value at the date FIN 46R first applies'may be used
to measure the assets, liabilities and noncontrolling interest of the variable interest entity. We have identified
DBroadband Holdings, LLC as a variable interest entity in accordance with FIN 46R. As we are not ‘the
primary beneficiary of the variable interest entity (as defined by FIN 46R), DBroadband Holdings, LLC has
not been included in our consolidated financial statements. In future penods we will continue to reassess our
relationship with DBroadband Holdings, LLC to ensure proper ‘recognition of the relationship in accordance
with FIN 46R. See “Certain Relationships and Related Transactions — Third Party Business Relationships.in
which Mr. Allen has an Interest — Digeo, Inc.” in the Charter Communications, Inc. 2004 Proxy Statement
available at www.sec.gov. . ' ' '

In December 2003, the SEC issued Staff Accounting Bulletin (SAB) No. 104 Revenue Recogmtzon
SAB No. 104 revises or rescinds ‘portions of 1nterpretat1ve guidance on revenue recogmtlon SAB No. 104
became effective immediately upon release and requires registrants to either restate prior financial statements
or report a change in accounting principle. The adoption of SAB No. 104 dld not have a materlal 1mpact on
our consolidated financial statements: :

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk ‘ -

We are exposed to various market risks, including fluctuations in interest rates. We use interest rate risk
management derivative instfuments, such as interest rate swap agreements and interest rate collar agreements
(collectively referred to herein as interest rate agreements) as requlred under the terms of the credit facilities
of our subsidiaries. Qur policy is to manage interest costs using a mix of fixed and variable rate debt. Using
interest rate swap agreements, we agree to exchange, at specified intervals through 2007, the difference
between fixed and variable interest amounts calculated by reference to an agreed-upon notional principal
amount. Interest rate collar agreements are used to limit our exposure to, and to derive benefits from, interest
rate fluctuations on variable rate debt to within a certain range of rates. Interest rate risk management
agreements are not held or issued for speculative or trading purposes.

. Asof December 31, 2003 and 2002, long-term debt totaled approximately $18.6 billion and $18.7 b1llion '
respectively. This debt was comprised of approximately $7.2 billion and $7.8 billion of debt under our
subsidiaries’ credit facilities, $10.6 bllhon and $9.5 billion of hlgh-yleld debt and. apprommately $774 million
and $1.4 billion of debt related to our convertible senior notes at December 31, 2003 and 2002, respecnvely
As of December 31, 2003 and 2002, the weighted average rate on the bank debt was approximately 5.4%, the
weighted average rate on the high-vield debt was approximately 10.3%, and the weighted average rate on the
convertible debt was approximately 5.5% and 5.3%, respectively, resulting in a blended weighted average
interest rate of 8.2% and 7.9%, respectively. Approximately 80% of our debt was effectively fixed including the
effects of our interest rate hedge agreements as of December 31, 2003 compared to approximately 79% . at
December 31, 2002. The fair value of our total high-yield debt was $10.6 billion and $4.4 billion: at
December 31, 2003 and 2002, respectively. The fair value of bank debt was $6.9 billion and $6.4 billion at
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December 31,2003 and. 2002, respectively: The fair value of high-yield debt-and bank debt is based on quoted
_ market prices.i. T AT ST o S T o SRR
" “We have. cértain interest rate detivative instruments that have been designated as cash flow hedging
instruments. Such instruments are those which effectively convert variable interest payments o certain debt-
instruments into fixed pa_tyments. For qualifying hedges, SFAS No. 133-allows derivative gains and losses 1o
offset related -results on hedged items in -the consolidated statement of operatiohs. We have formally
documented, designated and assessed the effectiveness of transactions that receive hedge accounting. For the -
years ended December 31, 2003, 2002 and 2001, net gain (loss) on derivative instruments and hedging
activities includes gains of $8 million and. losses of $14 million and $2 million, respectively, which represent
cash flow hedge ineffectiveness on interest rate hedge agreements arising from differences between the critical
terms of the agreements and the related hedged obligations. Changes in the fair value of interest rate
v ‘agree'ménts designated as hedging instruments of the variability of cash fows associated with. floating-rate debt
‘obligations are reported i‘nbaccumulated other comprehensive loss. For the years ended December 31, 2003,
2002 and 2001, a gain of $48 million and losses of $65 million and $39 million, respectively, related to
- derivative instruments designated as cash flow hedges were recorded in acc,umulated‘othervcomprehensive loss
and minority interest. The amounts are subsequently reclassified into interest expensc as a yield adjustment in
" the same petiod in which the related ‘interest on the floating-rate debt obligations affects earnings (losses). |

Certain interest rate derivative instruments are not designated as hedges, as they do not meet the
effectiveness.criteria specified by SFAS No. 133. However, we believe such instruments are closely correlated
with the tespective debt, thus managing associated risk. Interest rate derivative instruments not designated as
hedges are marked to fair value with the impact recorded as gain (loss) on derivative: instr.uments,and:hedging
activities in our statements of operations. For the years ended December 31, 2003, 2002 and 2001, net gain
(loss) on derivative instruments and hedging activities includes gains of $57 million and losses of $101 million

and $48 million, respectively, for interest rate derivative instruments not designated as hedges.

_* The table set forth below summarizes the fair values and contract terms of financial instruments subject
to interest rate risk maintaincd by us as of December 31, 2003 (dollars-in millions):

Fair Value at
" December 31,

2004 2005 2006 2007 2008 Thereafter _Total 2003
Debt . ’ ‘ . .
Fixed RALE o vovseeenmreeees § — $6l18 S1s6 § 451§ 227 $10,529°  $11,981 $10,590
Average Interest Rate .. 1..c.oovee — .575% 4.7%% 8.25% 10.93% 10.43% 10.04% .
Variable Rate ... c.vovvorerrrsees $ 188 $ 426 $999 $2,080 $3;534 $ - $ 7,227 $ 6,949
Average- Interest Rate .. ... 3.40% N 499% 6.12% 6.85% . 791% . - 7.07%
. Interest Rate Instruments o o ‘
Variable to Fixed Swaps . U $715 $990 $873 § 400 8 S8 —  $291 $ 171
Average Pay Rate . S, PR 736% 7.10% 7.30% 7.35% — — 7.25% -
Average Receive Rate......... . 3.68% . 5.28% - 6.43% 7.00% — — 5.46%

The notional amounts of interest rate instruments do not represent amounts exchanged by the parties and,
thus, are not a measure of our exposure to credit loss. The amounts exchanged are determined by reference 10
the notional amount and the other terms of the contracts. The estimated fair value approximates the costs
(proceeds) to settle the outstanding contracts. Interest rates on variable debt are estimated using the average
implied forward London Interbank Offering Rate (LIBOR)-rates for the year of maturity based on the yield
curve in effect at-December 31, 2003. - = e o N

" At December 31, 2003 and 2002, we had outstanding $3.0 billion and $3.4 billion and $520 million and
© $520 million, respectively, in notional amounts of interest rate swaps and collars, respectively. “The “collar
agreements are structured so that if LIBOR falls below 5.3%, we pay 6.7%: If the LIBOR rate is between 5.3%
and 8.0%, we pay LIBOR. 1f LIBOR falls between 8.0% and 9.9%, the LIBOR rate is capped at 8.0%. If rates
go above 9.9%, the cap is removed. The fair value of the collar agreements Is a liability of $8 million. at
* December 31, 2003. ' ' g
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JINDEPENDENT AUDITORS’ REPORT - .

T‘o‘ the Board of Directors
Charter Communications, Inc.:

~ We have ‘audited the accompanymg consohdated balance sheets of Charter Commumcatlons Inc. and
subsidiaries (the “Company ) as of December 31, 2003 and 2002, and the related consolidated statéments of
operations, changes in shareholders™ equity (deficit), and cash flows for-each of the three years in the period
ended December 31, 2003. These consolidated financial statements are the Tesponsibility of the Company’s |
management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits. :

We conducted our audits in accordance with auditing standards generally accepted in the United States -
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement prescntatlon We believe that our audits provide a reasonable basis for our .
oplmon

- In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Charter Communications, Inc. and subsidiaries as of December 31, 2003 and
2002, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2003, in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 3 to the consolidated financial statements, effective Janhary 1, 2002, the Company
adopted Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets.

As discussed in Note 19 to the consolidated financial statements, effective January 1, 2003, the Company
adopted Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, as
amended by Statement of Financial Accounting Standards No. 148, Accounting for Stock-Based Compensa-
tion — Transition and Disclosure — an amendment of FASB Statement No. 123.

/s!/ KPMG LLP

St. Louis, Missouri
March 1, 2004
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CHARTER COMMUNICATIONS, INC. AN D SUBSIDIARIES

CONSQOLIDATED BALANCE.SHEETS
. December 31,
2003 2002

(dollars in millions,
except share data)

ASSETS :
. 'CURRENT ASSETS | ‘
" Cash and cash equlvalents e ool . e L% c127 0§ 321
-~ 'Accounts. receivable, less allowance for doubtful accounts of $17 and $19, - o '
< respectively ... oL e e e e -~ 189 259
. Receivables from related party ............ e . ..................... L — g
_Prépaid expenses and other current assets .......... ... iiiieer i C. 234~ 45
-+ Total current assets ................... S AN BRH ~ 350 633

INVESTMENT IN CABLE PROPERTIES

- Property, plant and equipment, net of accumulated depreciation of $3 950 and‘ : S
. $2,634, respectively ................ e - 7,014 7,679

‘ Franchlses net of accumulated amomzanon of $3,445 and $3,452, respectively . . .. 13,680 13,727
" Total 1nvestment in cable propemes, net e T e ... 20694 - 21,406
OTHER NONCURRENT ASSETS .......... e e 320 .« 345

- Total assets .' ............................ ST LLoTool $21,364 822,384

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
./CURRENT LIABILITIES:

Accounts payable and accrued CXpEnNSes .......... .. . e U - $ 1,235 _ $ 1,345
Total currcnt habllmes e I 1,235 1,345
LONG-TERM DEBT................. R e 18,647 18,671
DEFERRED MANAGEMENT FEES - RELATED PARTY e e et 14 14
OTHER LONG-TERM LIABILITIES .............. L IR C 899 1212
'MINORITY INTEREST ...... S RN SRR 689 1050
PREFERRED STOCK — REDEEMABLE; $.001 par value; 1 million shares : o
N authorlzed 545,259 and 505,664 shares jssned -and outstandmg, respectlvely ....... 55 51

'SHAREHOLDERS’ EQUITY (DEFICIT) . Se
Class A Common stock; $.001 par value; 1.75 billion shares authonzed : ,
295,038,606, and 294,536,830 shares issued and outstanding, respectively ....... - —
Class B Common stock; $.001 par value; 750 milliori shares authorized; o
" 50,000 shares issued and outstanding. .. .....o... oo o T R — —

- Preferred stock;$.001 par value; 250 million- shares authorized; no non-redeemable. T
shares issued and outstandmg. e e P C—_- —

* . Additional paid-in capital .5, .. . ... ... e ST 4700 4697
Accumulated deficit................... EERREE RN T e - (4,851) - (4,609)
" Accumulated other comprehensive loss. .. .., ..5..... U e (24) C(47)
Total shareholders’ equity (deficit) ........... ... . (175) 41

Total liabilities and shareholders’ equity (deﬁcit) ....... T $21,364 $22,384

The accompanying ‘notes are an integral part of these consolidated financial"statements.
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CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOL_IDATED STATEMENTS OF OPERATIONS
Year Ended December 31,

2003 - 2002 2001
' ‘ ‘ : : (Dollars in millious, except per share and share data)
REVENUES ............ e PR $ 4,819 $ 4,566 $ 3,807 -
COSTS AND EXPENSES: . ' : L
Operating (excluding depreciation and amortization) - 1,952 o 1807 - . 1,486 .
Selling, general and administrative ................ ' 940 .. . 963 . 826
Depreciation and amortization .................... 1,479 i . 1,439 . 2,693 -
" Impairment of franchises ....... e L. — v 4,638 L=
" Gainon sale of system .................. o (2h) - = : ‘ n—
Option compensation expense (mcome) net ........ 4 .5 : o (5)
Special charges, net . ..........ooiiiiinaen.. o2 : 36 18 -
Unfavorable contracts and other- éettlement_s e (72) — ‘ =
‘ ' 4,303 8888 . 5018
Income’ (loss) from operations .". . . . AP U ¢ U< o (4,322) " (1,211)
OTHER INCOME AND EXPENSES: . : o '
Interest €Xpense, Net .. .......ooveenrenn... S - (L,557) T T (1,503) < (15310)
Gain (loss) on derivative instruments and hedging _ : o o -
activities, net............ oo Cesearan “65 ‘ (115) _ (50
Gain on_debt‘exchange, NEt ool 267 T = e
Loss on equity investments.:....... e R e : (3) N ) . (5_4)~ ‘
Other, net ... ... e e oo R T ¢ T )
' (1,241) -+ (1,622) (1,419)
‘Loss before minority interest, income taxes and ; S C o
cumulative effect of accounting change......... S {(729) - (5.944) - 1(2,630)
MINORITY‘INTEREST e e . , 377 3,176 . 1,461
Loss before income taxes and cumulatlve eﬁ'cct of : B » .
accounting change .......... ... 0l T (349) C(2,768) . (1,169)
INCOME TAX BENEFIT ........... SRR L M0 - 460 P T2
Loss before ‘cumulative eﬁ”ect of accountmg changc ‘ ) ’ ' (238) . (2,308) (I-,157) o
CUMULATIVE EFFECT OF ACCOUNTING ' Lo o ‘
CHANGE, NET OF TAX .ot o —  _ (206) (10) . - -
Net 10SS oo oo, e G @38 L (2519) C(L167)
Dividends on preferred stock — redeemable . . . . .. .. L@ : L)y
- Net loss applicable to common stock ........ S ~(242) .8 . (2517 % (1,168)

LOSS PER COMMON SHARE, basic and diluted ... $  (0.82) $  (855) $ . (433),

Weighted average common shares outstandmg, basic ‘ : T
- and diluted RERERERRES T TR 294,597,519 294,440,261 . 269,594,386

The accompanying notes are an integral part of these consolidated financial statements.

F-4




CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (DEFICIT)

Accumulated
) . Other Total
- e Ce T " Class A Class B Additional Comprehensive  Shareholders’
o LT T ©7- - Common. - Common __ Paid-In Accumulated Income Equity
Stock Stock ~ Capital = Deficit ~- - (Loss). .. .. (Deficit) :
S : : : . e (Dollars in mitlions) : . ' R o
- BALANCE, December 31,2000 ... ~'$—  $— $3,691 $ (924) 8% — ©$2,767
Issuance of common stock rclated E ‘ . B I
to acquisitions ............... - = 2 - — 2
-~ Net proceeds from issnance of ’ o o , o
© common stock. T == 1,218 —_ . — . L1218
Redeemable securities reclassified = - v . L N N
asequity ........ i — — .9 Go— — ' 9
Contributions from’ Charter B » S -
Investment, Inc. ........... - - —_— 25 = T = 25
" Changes in fair value of- 1nterest 7 o S
- rate-agreements ............. - = = —_ an (1)
Option compensation expenise, net - - = B ) R B )
- Loss on issuance of equity by B ) ‘ ‘ o o
subsidiary. . . .. P R — o= (253) - . — (253)
Stock options exercised .. .. ..... —~ = 5 — L , 5
Dividends on preferred stock — - : e o o S |
.. redeemable ... ... ... — C— — (Hy - — (1)
“Netloss.......o...... . .= = — - (1,167) = (L167)
~....BALANCE, December 31, 2001 ...  — — 46047 (2,092) (7 2,585
Issuance of common stock related o e N o ’
to.acquisitions . . ............. - = 2 - - 2
Changes in fair value of interest : , . . o
rate agreements ............. — — — — 30 . - (30)
-Option compensation expense, net e 2 — e )
" ~Loss on issuance of equity by ' A T .
subsidiary’. .. ........ ... L _ - O o= (D)
Dividends on preferred stock — ‘ e o o
redeemable ................. — - — 3) — )]
Netloss....ooooii i — = — (2,514) b © - (2,514)
) _BALANCE December 31, 2002 N 4,697 (4609) (47 4
. Changes in fair value of interest =~ e -l L o T ‘ ‘
./ rate agreements ............. - = = = 23 - =23
Option compensation expense, net — = 2 = ~-,"? —_ 2
- Issnance of common stock related A o B '
~ to acquisitions ...... N e S - 2
© - Loss on issuance of equity by . IR Lo e
subsidiary. ... .......... . ... .- — 1 -~ R (1)
Dividends on preferred stock ~— - o " ' .
redeemable ........ R B — — (4) — . (4)
_ Netloss ...... g L= — . = (238)" L= . {238)
: BALANCE December 31, 2003 $— - $— . $4700 $(4851) . $(4) $.(175)

The accompanying notes -are an integral part of these consolidated financial statements.
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CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2003 2002 2001
(dollars in millions)

CASH FLOWS FROM OPERATING ACTIVITIES

CNetloss ... o oo e s $ (238) $(2,514) $(1,167)
- Adjustments to reconcile net Ioss to net cash ﬂows from operanng activities: . S o
MiRoTity Iterest . . ... ovu. s e (377)  (3,176) (1,461)
Depreciation and amortization.............. . ..... e o L LA 1,439 2,693
Impairment of franchises .................L. S e Ll — 4,638
Option compensation expense {income), net...... PR e -4 5 (5)
Noncash interest eXpense ...................... T e 414 395 295
Loss on equity investments .......... PECTU S PO -3 .3 54
. Loss (gain) on derivative instruments and hedging activities, net................. . (65) 115 50
Gain on debt exchange, net.. ... .. PP (267) — —
.Gain on sale of system .......... PR P 2 - -
Deferred income taxes ...........oviriiiiiiinreeiin.. e e (110) . (460) (12)
- Cumulative effect of accounting change, net . ...............covvivennn, e — . 206 10.
Unfavorable contracts and other settlements ... ................ P PR - (72) — —_
Changes in operating assets and habxhtles net of effects from acquisitions: ' v ‘ ' '
Accounts receivable ... L. 70 127 (73)
Prepaid expenses and other current assefs .. ......... ... ... Veeenien 5 T 26 (11)
Accounts payable and accrued expenses and other... .. ............. P L (69) 47 111
Receivables from and payables to related party,’ mcludmg deferred management fees - -9 3) —
- QOther operating activities ................. RERTRI e P S — . — S
Net cash flows from operating actlvmes. S e 765 748 489
CASH FLOWS FROM INVESTING ACTIVITIES . ‘ :
Purchases of property, plant and equipment ................. ... ... ...... o (854) (2,167) (2,913)
Change in accounts payable and accrued expenses related to capital expenditures. . . .. (33) (55) (88)
Proceeds from sale of system . ... [P 91— —
Payments for acquisitions, net of cash acquu'cd S | C— (139) -(1,755)
" Purchases of inVeStments ... ........oovveeoreiiannennts P (1 (12) 3)
Other investing activities ...%........... ........con.n, (10) 10 - (15)
Net cash flows from investing activities ........... e . RPN (817) (2,363) (4,774)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock .. ......... ... ... . e oL T 2 1,223
Borrowings of long-térm debt ....... ... .. ... ... ..., P 738 4,106 -7,310
Repayments of long-term debt RN, e S (1,368) .(2,134) (4,290)
Proceeds from issuance of debt ... ... .. ... L, SN e 529 — =
Payments for debt issuance costs .......... R P (41) (40) " (87)
Net cash flows from financing activities.................. e PR (142) 1,934 4,156
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS . (194) . 319 (129)
CASH AND CASH EQUIVALENTS, beginning of period .. ................ Lo o 32 .2 131
CASH AND CASH EQUIVALENTS, end of period ......... e R T - 7 I 2
CASH PAID FOR INTEREST......... P Loeeero T $ L1108 11030§ 994
NONCASH TRANSACTIONS: C . - , : ' - '
Issuance of debt by CCH I, LLC e e DU $1572 8§ — & —
Retirement of debt .................... PP P, 1,866 - =T
Reclassification of redeemable sécurities to equity and minority interest.......... . —- . = 1,105
Exchange of cable system for acquisition . . . . . e — - 25
Issuances of preferred stock — redeemable, as payment for acquisitions ......... L 4 " !
Issuances of equity as partial payments for acquisitions . .......................... ' 2 — 2

The accompanying notes:are an integral part of these'consolidated financial statements.
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CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003, 2002 and 2001
(dollars in millions, except where indicated)

1. Orgamzatlon and Basis of Presentation

Charter Commumcatlons Inc. (“Charter”) is a holding i company whose pnnmpal assets at December 31,

2003 are the 46% controlhng common equity interest in Charter Communications Holding Company, LLC
(“Charter Holdco”) and “mirror” notes that are payable by Charter Holdco to Charter which have the same
principal amount and terms as those of Charter’s convertible senior notes. Charter Holdco is the sole owner of
Charter Communications Holdings, LLC (“Charter Holdings”). The consolidated financial statements
include the accounts of Charter, Charter Holdco, Charter Holdings and all of their wholly owned subsidiaries
where the underlying operations reside, collectively referred to herein as the “Company.” The Company
consolidates Charter Holdco on the basis of voting control. Charter Holdco’s limited liability agreement

- provides that so long as Charter’s Class B common stock retains its special voting rights, Charter will maintain
100% voting interest in Charter Holdco. Voting control gives Charter full authority and control over the
operations of Charter Holdco. All significant intercompany accounts and transactions among consolidated
entities have been eliminated. The Company is a broadband communications company operating in the
United States. The Company offers its customers traditional video programming (analog and digital video) as

“well as high-speed data services and in some areas advanced broadband services such as high definition
television, video on demand, telephony and interactive television. The Company sells its v1deo programming,
high-speed ‘data and advanced broadband servxces ona subscrlptlon ba51s

The preparation of financial statements in confornmy with accountlng prmc:1ples generally accepted in the’
United States requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses, during the reporting period. Areas involving significant .
judgments and estimates include capitalization of labor and overhead costs; depreciation and amortization
costs; impairments of property, plant and equipment, franchises and goodwill; income taxes; and contingen-
cies. Actual results could, differ from those estimates. ‘

- ‘Restatement of 2001 Results. Tn 2002, the Company restated its consohdated ﬁnanelal statements for
2001 and prior. The restatements were primarily related to the following categories: (i) launch incentives from
programmers; (ii) customer incentives and inducements; (iii) capitalized labor and overhead costs;
(iv) customer acquisition costs; (v) rebuild and upgrade of cable systems; (vi) deferred tax liabilities/
franchise assets; and (vii) other adjustments. These adjustments reduced revenue by $146 miltion and
decreased consolidated net loss by $11 million for the year ended December ‘31, 2001 and.decreased
shareholders’ equity by $356 million as of January 1, 2001. In addition, as a result of certain of these
adjustments, the Company’s statement of cash flow was also restated at the time. Net cash flows from
operating activities for the year ended December 31, 2001 was reduced by $30 million.

Reclassifications.  Certain 2002 and 2001 amounts have been reclassified to conform with the 2003
presentation. : ' : : ' ‘

2. Liquidity and Capital Resources

The Company recognized income from operations of $516 million in 2003 and incurred losses from
operations of $4.3 billion and $1.2 billion in 2002 and 2001, respectively. The Company’s net cash flows from
operating activities were $765 million, $748 million and $489 million for the years ending December 31, 2003,
2002 and 2001, respectively. The Company has historically required significant cash to fund capital
expenditures and debt service costs. “Historically, the Company has funded.these requirements through cash
flows from operating activities, borrowing under the credit facilities of the Company’s subsidiaries, by
issuances of debt and equity securities and by cash on hand: The mix of funding sources changes from period
to period, but for the year ended December 31, 2003, approximately 80% of the Company’s funding
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CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO'CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003, 2002 and 2001
(dollars in millions, except where indicated)

requirements were satisfied from cash flows from operating activities and.20% was from cash on hand. For the
year ended December 31, 2003, the Company received $91 million from the sale of the Port Orchard,
 Washington cable system. Additionally, the Company had net cash flows used in financing - activities of
$142 million, reflecting a net repayment of debt, and reduced cash on hand by $194 million.

"The Company cxpects that cash on hand, cash flows from operating activities and the funds avallable
under its subsidiaries’ credit facilities will be adequate to meet its 2004 cash needs. However, these credit
facilities are subject to certain restrictive covenants, portions of which are subject to the operating-results of
the Company’s subsidiaries. The Company expects to maintain compliance with these covenants in 2004. 1f
the Company’s actual operating results do not result in compliance with these covenants, or if other events of
noncompliance occur, funding under the credit facilities may not be available and defaults on some or
potentially all debt obligations could occur. Additionally, no assurances can be given that the Company will
not experience liquidity problems because of adverse market conditions or other unfavorable events. Further,
cash flows from operating activities and amounts available under credit facilities may not be sufficient to
permit the Company to satisfy its principal repayment obligations that come due in 2005 and thereafter.

The indentures governing the Charter Holdmgs notes permlt Charter Holdmgs to make distributions up
to its formulaic capacity to Charter Holdco for payment of interest on the convertible senior notes, only if,
after giving effect to the distribution, Charter Holdings can incur additional debt under the leverage ratio of
8.75 to 1.0, there is no default under the indentures and other specified tests are met. However, in-the event
that-Charter Holdings could not incur any additional debt under the 8.75 to 1.0 leverage ratio, the indentures
governing the Charter Holdings notes permit Charter Holdings and its subsidiaries to make specified
* investments in Charter Holdco or Charter, up to its formulaic capacity, if there is no default under the
indentures. There were no defaults under the Charter Holdings indentures and other specified tests were met
for the quarter ended December 31, 2003. However, Charter Holdings did not meet the leverage ratio test at
December 31, 2003, and as a result, distributions from Charter Holdings to Charter will be restricted until that
~ test is met. Charter’s ability to make payments on its convertible senior notes is dependent on Charter
Holdco’s liquidity or on the ability for it to obtain distributions from Charter Holdings and the Company’s
other subsidiaries making distributions, loans, or payments to Charter Holdco, and on Charter Holdco paying
or distributing such funds to Charter. As of December 31, 2003, Charter Holdco had $41 million in cash on
hand and is owed $37 million in intercompany loans, which are available to Charter Holdco to service interest
on Charter’s convertible senior notes, which is scheduled to be approximately $43 million -in 2004.
Accordingly, Charter’s ability to make interest payments, or principal payments at-maturity in 2005 and 2006,
with respect to its currently outstanding convertible senior notes is contingent upon it obtaining additional
financing or receiving distributions or other payments from its subsidiaries.

On October 1, 2003 the Company- closed on the sale of its Port Orchard, Washington system for
approximately $91 million, resulting in a $21 million gain recorded as gain on sale of system in the Company’s
consolidated statement of operations. On March [, 2004, the Company closed the sale of cable systems in
Florida, Pennsylvania, Maryland, Delaware and West Virginia with Atlantic Broadband Finance, LLC. The
Company anticipates that an additional closing for a cable system in New York will occur during the first
quarter of 2004. After giving effect to the sale of the New York systern, net proceeds will be approximately
$735 m11110n subjcct to post-closing adjustments. The Company will use these proceeds to repay bank debt.

The Company 5 long term financing structure as of December 31, 2003 includes $7.2 billion of credit
facility debt, $10.6 billion of high-yield notes and $774 million of convertible senior debentures. Approxi-
mately $188 million of this financing matures during 2004, and the Company expects to fund this through
availability under its credit facilities. Note 9 summarizes the Company’s current avaxlabﬂxty ander its credit
facilities and its long-term debt.
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CHARTER COMMUNICATIONS -INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003, 2002 and 2001
(dollars in millions, except where indicated)

3 Summary of- Slgmﬁcant Accounting Polmes S
A Cask Equzvalents : ,_' ‘ - ‘ . o
"~ “The’ Company- cen51ders all hlghly hquld mvcstments with ongmal maturmes of three months or less to
“be cash equlvalents These mvestments are carried at cost, which approximates market value.

Properly, Plant and Equzpmen! L

.. Property, plant and equipment are recorded at cost, mcludmg all material, labor and certain mdlrect Costs
assoc1ated svith the constiiction of cable transmission and distribution facilities. Costs associated with initial
customer installations and the additions of network “equipment- necessary to.enable advanced sérvices-are
capitalized. Costs capitalized as part of initial customer -instaliations include materials, labor, and certain
indirect costs. Thesé indirect costs are associated with the activities of the Company’s personnel who assist in
connecting and actnvatmg the new service and consist of compensatlon and overhead costs associated with
these support functions, Overhead costs pnmarﬂy include employee benefits and payroll taxes, direct variable
costs associated with capltahzable activities, con51st1ng primarily of installation and construction vehicle costs,
the cost of dlspatch personnel and indirect costs directly’ attnbutable to capitalizable activities. The costs of '
disconnecting service at a customer’s dwelling or reconnecting service to a prev1ously installed dwelling are
charged to operating ‘expense in the period incurred. Costs for repairs -and maintenance are charged to
operating expense as incurred, while equipment replacement and betterments mcludmg replacement of cable
drops from the pole to the dwelling, are capitalized.

Deprec1at10n is recorded using the straight-line method over management s estlmate of the useful 11ves of
the related assets as follows: ~ 4

Cable dlstnbutlon systems. ..... R B R 7-15 years
Customer equipment and mstallatlons O P el . - 3-3 years -

) Vehicles and equipment.......... R N Ce ol 145 years
‘Buildings and leasehold improvements.............. e U5 years )

. Furmture and fixtures. .. .......... e S e e, .. S.years

" Franchises
- Franchise rights represent the value attributed to agreements:with local authorities that allow access to
homes in cable service areas acquired through the purchase of cable systems. Management. estimates the fair
value of franchise -rights at'the date of acquisition and determines if the franchise has a finite-life or an
indefinite life as defined by Statement of Financial Accounting Standards (“SFAS”) No. 142, Goodwill and
Other Intangible Assets. On January 1, 2002, the Company adopted SFAS. No. 142, which eliminates the-
"amortization of goodwill and indefinite lived intangible assets. Accordingly, beginning January 1, 2002, all
franchises that qualify for indefinite life treatment under SFAS -No.- 142 are no longer. amortized against
earnings but instead are tested for impairment annually as of October I, or moré frequently as warranted by
events or changes in circumstances (See Note 7). The Company concluded that 99% of its franchises: qualify
for indefinite-life ‘treatment; however, certain franchises did not qualify for indefinite-life treatment due to
technological or operational factors that limit their lives. These franchise costs are amortized on a straight-line
basis over 10 years. Cost$ mcurred in renewmg cable franchlses .are deferred and amomzed over 10 years.

Prior to the adoption of SFAS No. 142 costs 1ncurred in obtaining and renewmg cable franchises were
deferred and amortized using the straight- “line method over a period of 15 years. Franchise rights acquired
through the purchase of cable systems were generally amortized using the straight-line method over a. period
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he o
assumed that substantially all of those franchises that expired during the period would be renewed but not
indefinitely. The Company evaluated the recoverability of franchises for impairment when events or changes
in circumstances indicated that the carrying amount of-an asset, may not be recoverable. - o

X
& i

Other Noncurrent Assets

securities. Costs relafed to bbrrowings are deferred and amortized to interest €xpense using the-effective
in d o the terms of the related borrowings. As of December 31, 2003 and 2002, other
noncurrent -assets. include $203. million and $231 million of deferred financing costs,. net of -accumulated
amortization -of $128 million and $106 million, respectively, : LS .

o Investments in equity securities are accounted for at cost, unider the equity .fn‘e';t’ho'd: of accounting or in
accordance with SFAS No. 115, Accounting for Certain Investnients in Debr and Equity Sgcuritiés.','Charter

Co T " Gain (loss)
} ‘ Carrying for the

Tt © . Valueat - . Years Ended
December 31, ~ December 31, »
Equity investments, under the cost method. ... . . .. . L e $30 . $17 $(2) - $—
Equity investments, under the equity method.. ... .. . .11 L N ¢ ) N C )
Marketable securities, at market value ..., . . » _— = = 2
| e L83 30) 30

different aSsumptions regarding such cash flows could materially affect its evaluations of -asset recoverability.
No impairment of property, plant and equipment oécurred in 2003, 2002 ‘and 2001, Lo r

b

Derivative F z'naizcial. Instruments -
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DECEMBER 31, 2003, 2002 and 2001
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referred to herein as interest rate agreements) as required under the terms of the credit facilities of the
Company’s subsidiaries. The Company’s policy is to manage interest costs using a mix of fixed and variable
rate debt. Using interest rate swap agreements, the Company agrees to exchange, at specified intervals, the
difference between fixed and variable interest amounts. calculated by reference to an agreed-upon notional
‘principal amount. -Interest rate cap agreements are used to lock in a maximum interest rate should variable
“rates-rise, but enable the Company to otherwise pay lower market rates. Interest rate collar agreements are
used to limit exposure to and benefits from interest rate_fluctuations on variable rate debt.to within a certain
range of rates. The Company does not hold or issue any derivative financial-instruments for trading purposes.

Revenue Recognitibn \

Revenues from residential and commcrmal v1deo and high-speed data services are recogmzed when the
related services are provided. Advertising sales are recognized at estimated realizable values in the period that
the advertisements are broadcast. Local governmental authorities impose franchise fees on the Company
ranging up to a federally mandated maximum of 5% of gross revenues as defined in the franchise agreement.
Such fees are coliected-on a monthly basis from the Company’s customers and are periodically remitied to
Jocal franchise authorities. Franchise fees collected and paid are reported as revenues on a gross basis with a
corresponding expense pursuant to Emerging Issues Task Force (“EITF”) Issue No. 01-14, Income
Statement Chamcterization of Reimbursements Received for ‘Out of Pocket’ Expenses.-Incurred.

Programmmg Costs

T The Company has _various contracts to- obtam analog, digital and .premium video programmmg from

program suppliers whose compensation is typically based on-a-flat fee per customer.. The cost of the right'to =~ = ~— -
exhibit network programming under such arrangements is recorded in operating expenses in the month the
programming is available for exhibition. Programming costs are paid each month based on calculations
performed by the Company and are subject to”adjustment based on periodic audits performed by the
programmers. Additionally, certain programming contracts contain launch incentives to be paid by the
programmers. The Company receives these payments related to the promotion and activation of the
programmer’s cable television channel and recognizes the launch incentives on a straight-line basis over the
life of the programming agreement as a reduction of programming expense. This offset to programming
expense was $62 million, $57 million and $35 million for the years ended December 31, 2003, 2002 and 2001,
respectively. Programming costs included in the accompanying statement of operations were $1.2 billion,
$1.2 billion and $963 million for the years ended December 31, 2003, 2002 and 2001, respectively. As of
December 31, 2003 and 2002, the deferred amount of launch incentives, mcluded in other long-term liabilities,
totaled $148 mﬂhon and $210 million, respecnvely . :

Advernszng Costs

Advertlsmg costs associated with ‘marketing the Company’s products and services are generally expenscd
as costs are incurred. Such advertising expense was $62 million, $60 mﬂhon and $43 million for the years ‘
ended December 31, 2003, 2002 and 2001, respectively. -

Stock- Based Compensatlon

The Company has historically accounted for stock-based compensatlon in accordance with Accounting
Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations, as permitted by SFAS No. 123, Accounting for Stock-Based Compensation. On January 1,
2003, the Company adopted the fair value measurement provisions of SFAS No. 123 using the prospective
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
'DECEMBER 31, 2003, 2002 and 2001
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method under which the Company will recognize compensation:expense of a stock-based award to an
employee over the vesting period based on the fair value of the award on the grant date consistent with the
method described in Financial Accounting Standards. Board Interpretation (“FIN”) No. 28, Accounting for
Stock Appreciation Rights and Other Variable Stock Option or Award Plans. Adoption of these provisions
resulted in utilizing a preferable accounting method as the consolidated financial statements will present the
estimated fair value of stock-based compensation in expense consistently with other forms of compensation
and other expense associated with goods and services received for equity instruments. In accordance with
SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure, the fair value
method will be applied only to awards graated or modified after January 1, 2003, whereas awards granted prior
to such date will continue to be accounted for under APB No. 25, unless they are modified or settled in cash.
Management believes the adoption of these provisions will not have a material impact on the consolidated
results of operations or financial condition of the Company The ongoing effect on ‘consolidated results of
operations or financial condition will be” ‘dependent upon future stock- based compensatlon awards granted by
the Company

SFAS No. 123 requires pro forma disclosure of the 1mpact on eammgs as if the compensatlon expense for
these plans had been determined using the fair value method. The following table presents the Company’s net
loss and loss per share as reported and the pro forma amounts that would have been reported - usmg the fair
value method under SFAS No. 123 for the years presented: -

" Year Ended December 31,
2003 2002 - . 2001 -

Net loss applicable to common stock .. ... ovvvvvioano s on $(242) $(2,517) $(1,168)

Add back stock-based compensation expense: {(incoime) related to:
stock options included-in reported net loss (net of mmonty o : oo
Interest) . .iovein i RN i 2 2 (2)

Less.employee stock-based compensatlon expense determmed
under fair value based method for all employee stock optmn ‘ o ' -
awards (net of minority interest) .................. e 4y _ (6) . (56)..

Pro forma............. SRR R L $(254) $(2,571) $(1226)
Loss per common shares, basw and dlluted. e FS ',. . $60.82).. $ ,‘(8.55j $ (4.33)

Add back stock-based compensatlon expense (income) relatéd to
stock options included in reported net loss (net of mmonty , Lo S C
81 0=) (115 S O P N 001 . 001 .. ¢001)

Less employee stock-based compensation expense determlned
under fair value based method for all employee stock option
awards (net of minority interest) .................. .. .. ... {0.05) (0.19 . (0.21)

Pro forma. .. ... EE i © $(0.86) $ (8.73) $ (4.55)

The fair value of each option granted is estimated on the date of grant using the Black-Scholes option-
pricing model. The following weighted average assumptions were used for grants during the years ended
December 31, 2003, 2002 and 2001, respectively: risk-free interest rates of 3.0%, 3.6%, and 4.7%; expected
volatility of 93.6%, 64.2% and 56.2%; and expected IIVCS of 3. 5 years 3.3 years and 3.7 years respectlvely The
valuations assume no d1v1dends are paid.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Unfavorable Contracts and Other Sertlements’

The Company recogmzed $72 million of beneﬁt for the year ended December 31,2003 as a result of the
settlement of estimated liabilities recorded in connection with prior business combinations. The. majonty of
- this benefit (approxrmately $52 million) is due to the renegotiation of a major programming contract, for
which a liability had been recorded for the above market portion of the. agreement in conjunction with the
Falcon, acquisition in 1999 and the Bresnan acqulsltlon in 2000. The remaining benefit relates to the reversal of
prevrously recorded liabilities, which, based on.an evaluation of current. facts and mrcumstances are no longer
requrred

Income Taxes

The Company recognizes deferred tax assets and liabilities for temporary differenees between the
financial reporting basis and the tax basis of the Company’s assets and liabilities and expected benefits of
utihzmg net operating loss carryforwards The impact on.deferred taxes of changes in tax rates and tax law, if

any, apphed to the years during which temporary dlﬁ”erences are expected to be settled are reﬂected in the
consohdated ﬁnancml statements in the period of enactment (see Note 21)

M t'nority Irzterest

Minority interest on the consolidated balance sheets represents the portion of members’ equity of Charter
Holdco not owned by Charter, plus preferred membership interests in two indirect subsidiaries of Charter held
by Mr. Paul G. Allen and certain sellers of the Helicon systemis. Minority interest totaled $689 million and
$1.0 billion as of December 31, 2003 and 2002, respectrvely, on the accompanying consolidated balance
sheets.  Gains or losses arising from issuances by Charter Holdco of its membership units are recorded as
capital transactions thereby increasing or decreasmg shareholders’ equity and decreasing or increasing
minority interest on' ‘the consdlidated balance sheets. These losses totaled $1 million, $1 million and
.$253 million for the years ended December 31, 2003 2002 and 2001, respectively, on the accompanying
consolidated statements of changes in shareholders’ equity. Operating losses are allocated to the minority
owners based on their ownership percentage, thereby reducing the Company’s net loss.

Loss per Common Share
Basic' loss per common share is computed by d1v1d1ng the net 1oss applicable. to common stock by
" 294, 597, 519 shares, 294,440,261 shares and 269 594,386 shares for the years ended December 31, 2003, 2002

. and 2001, representmg the weighted-average common shares outstanding during the respective periods. .

- Diluted loss per commpn share - equals basic loss per common share for the periods preséntéd, as the effect of

stock optlons is antidilutive because the’ Company 1ncurred net losses: ‘All. membershlp units of Charter

" Holdco are exchangeable on a-one-for-one basis into common stock of Charter at the optlon of the holders.”
Should the holders exchange umts for shares the effect would not be dilutive. -

Segm ents

SFAS No. 131, Disclosure about Segments of an Enterprise and Related fnformation, established

standards for reporting information about operating segments in annual financial statements and in interim
financial reports issued to shareholders. Operating segments are defined as components .of an enterprise about
which separate financial information is available that is evaluated on a regular basis by the chief operating
decisionmaker, or decision making group, in deciding how to allocate resources to an mleldual segment and
in assessmg performance of the segment.
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The Company’s operations are managed on the basis of geographic-divisional operatmg segments. The
Company has evaluated the criteria for aggregation of the geographlc operating segments under paragraph 17
of SFAS No. 131 and believes it meets each of the respectlve triteria set forth. The Company delivers similar
products and services within each of its geographrc d1v1s10nal operations. Each’ geographlc and drvrsronal
service arca utlhzes similar means for delivering the programmlng of the Company’s services; have smularlty
in the type or class of customer receiving the products and services; distributes the Company § SErvices over a
unified network; and operates wrthm a consistent regulatory environment. In addition, each of the geographic
divisional operating segments has similar economic characteristics. In light of the Company’s ‘similar servrces
means for delivery, similarity in type of customers, the use of a unified network and other considerations across
its geographic divisional operating structure, management has determined that the Company has one
reportable segment, broadband services.

4. Acqu1s1t|ons

On February 28 2002, CC Systems LLC a subsidiary of the Company, and ngh Speed Access Corp
(“HSA”) closed the Company s acqulsltlon from HSA of the contracts and associated assets, and assumed
related liabilities, that served certain of the Company’s high-speed data customers. At closing, the Company
paid approximately $78 million in cash and delivered 37,000 shares of HSA’s Series D convertible preferred.
‘stock and all the warrants to buy HSA common stock owned by the Company. An additional '$2 'million of
purchase price was retained to.secure indemnity claims. The purchase price, has been allocated to assets
acquired and liabilities assumed based on fair values as. determined in the fourth quarter of 2002 by a third-
party valuatlon .expert, including approximately $8 mrlhon assrgned to. 1ntang1ble assets and amortized over an
average useful life of three years and approximately 554 mllhon assrgned to goodwill., In 2003, as part of the
finalization of the HSA acquisition, goodwrll was reduced to $52 million. The finalization of the purchase price
did not have a material effect on amortization expense prev1ously reported. During the period from 1997 to
2000, certain sub51d1ar1es of the Company entered into Internet -access related service agreements with HSA,
and both Vulcan Ventures and certain of the Company’s subsrdlanes made equlty investments in HSA. (See
Note 22 for additional information).

In April 2002, Interlink Communications Partners, LLC, Rifkin Acqutsltton Partners, LLC and Charter
Communications Entertainment I, LLC, each an indirect, wholly-owned subsidiary of Charter Holdings,
completed the purchase of certain assets of Enstar Income Program I1-2, L.P.;-Enstar Income Pro- -
gram IV-3, L.P., Enstar Income/Growth Program Six-A, L.P., Enstar Cable of Macoupin County and Enstar
1V/PBD Systems Venture, serving approximately 21 ,600 (unaudited) customers, for a total cash purchase
price of $48 million. In September 2002, Charter Communications Entertainment L LLC purchased all of
Enstar Income Program II-1, L.P.s Illinois cable systems, serving approxrmately 6,400 (unaudited)
customers, for a cash purchase pr1ce of $15 million. Enstar Commumeatrons Corporation, a drrect 'subsidiary
of Charter Holdco, i is a general partner of the Enstar limited partnershlps but does not exercise control over
them. The purchase prices were allocated to assets acquired based on fair values, including $41 million
assigned to franchises and $4 million assigned to other intangible assets amortized over a useful life of three
years. : S

The 2002 acqulsrtrons were funded pnmanly from borrowings under the credlt facrhtres of the Company 8
,sub51d1ar1es

During the second and third quarters in 2001, the Company,acquired cable systems in two separate
transactions. In connection with the acquisitions, the Company paid a total cash consideration ‘of $1.8 billion,
transferred a cable system valued at $25 million; issued 503,664, shares of Charter Series A ‘Convertible

Redeemable Preferred Stock valued at $51 million, and in the first quarter of 2003 issued. 39,595 -additional
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‘shares of Series A Convertible Redeemable Preferred Stock to certain sellers subject to certain holdback
provisions of the acquisition agreement valued at $4 million. The purchase prices were allocated to assets
acquired and hablhtles assumed based on fair values, including amounts assignéd to franchises of $1.5 billion.

The transactions descnbed above were accounted for-using the purchase method of accounting, and,
accordingly, the results of operations of the acquired assets and assumed liabilities have been included in the
consolidated financial statements from their respective dates of acquisition., The purchasc prices were

- allocated to. assets acquired and hablhtles assumed based on fair values.

The summanzed operating results of the Company that follow are presented on a pro forma basis as-if the. .
following had occurred on January 1, 2001: all acquisitions and dispositions completed during 2001; the
issuance of Charter Holdings senior notes and senior discount notes in January 2002 and 2001; the issuance of
Charter Holdings senior notes and senior discount notes in May 2001; and the issuance of and sale by Charter
_of convertible senior notes and Class A common stock-in May 2001. Adjustments have been made to give
effect to amortization of franchises acquired prior to July 1, 2001, interest expense, minority interest, and
certain other adjustments. Pro forma results for the year ended December 31 2003 -and 2002 ‘would not differ
51gn1ﬁcantly from historical results: ‘ e :

- Year Ended
~ December 31, 2001
(in millions, except
per share data)

REVEIUES .« vttt ettt et et e i 1§ 3,969

Loss from operations. ......... . O PPN D A ‘ (1,211)
Loss before minority interest, income -taxes and cumulatlve eﬁ“ect of :

accounting change.............. e [P S e ' - (2,724).
Netloss ...... FP N P PPN e . (1,251)
Loss per common share, bas1c and dlluted ......... PP A T {4 64)

The unaudlted pro forma ﬁnan01al mformatmn has been presented for comparatwe purposes and does not
purport to be indicative of the consolidated results of operations had these transactions been completed as of
the assumed date or which may be obtamed in the future. ‘ ' :

5. Allowdnce t‘or Doubtful Aeeounts N,

Activity in the allowance for doubtful accounts is summanzed as follows for the years presented

Year Ended December 31,
2003 2002 2001

Balance, beginning of year . . TR e P L.§819 °§ 33§12

Acquisitions of cable systems . . . Ceeeanll e R EUTINN - - o 17
Charged to expense ................ SRR 79 108 - 95
Uncollected balances written off, net of recoveries ........ e e (81)  (122) (79)

" Balance, end of year ... c....riiiin.. .. el $17008 19 0833
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6. Property, Plant and Equipment
. Property, plant and equlpment consists of the followmg as of December 31 2003 and 2002:

2003 . 2002
Cable distribution systeris .......... e L AT $ 9,507 $ 8,950
Land, buildings and leasehold improvements ............ D 583 580
Vehicles and equipment .. ... RTINS PR . .ﬂ» Ceeeen LR 874 783
o 10964 10313
Less: accumulated depreciation ... .. PRI [ (3,950) (2,634)

. $7,014 $7679

The: Company penodlcally evaluates the estlmatcd useful lives used to depremate its assets and the
estimated amount of assets that will be abandoned or have minimal use in the future. A significant change in
assumptions about the extent or timing of future asset retirements, or in the Company’s use of new technology
and upgrade programs, could materially affect future depreciation expense.

Depreciation expense for the years ended Dccember 31, 2003, 2002 and 2001 was $1 5 billion, $1.4 billion
and $1.2- bllhon respectively.

7. Franchises and Goodwill

The Company constructs and operates its cable systems under non-exclusive franchises that are granted
by state or local government authorities for varying lengths of time. As of December 31, 2003, the Company
had approximately 4,400 franchises in areas located throughout the United States. The Company obtained
these franchises primarily through acquisitions of cable systems accounted for as purchase business
combinations. These acquisitions have primarily been for the purpose of acquiring existing franchises and
related 1nfrastructure and, as such, the primary asset acqu1red by the Company has historically been cable
franchises.

" On January 1, 2002, th‘e Company adopted SFAS No. 142, which eliminates the amortization of
indefinite lived intangible assets. Accordingly, beginning January 1, 2002; all franchises that qualify for
indefinite life treatment under SFAS No. 142 are no longer amortized against earnings but instead will be -
tested for impairment annually, or more frequently as warranted by events or changes in circumstances.
During the first quarter of 2002, the Company had an independent appraiser perform valuations of its
franchises as of January 1, 2002. Based on the guidance- prescribed in EITF Issue No. 02-7, Unit of
Accounting for Testing of Impairment of Indefinite-Lived Intangible Assets, franchises were aggrégated into
essentially inseparable asset groups to conduct the valuations. The asset groups generally represented
"geographic clusters of the Company’s cable systems, which management then believed represented the highest
and best use of those assets. Fair value was determined based on estimated discounted future cash flows using
assumptions that are consistent with internal forecasts. As a result, the Company determmed that franchises
were impaired and recorded the cumulative effect of a change in accounting pnnc1ple of $206 million
(approximately $572 million before minority interest effects of $306 million and tax effects of $60 million).
The effect of adoption was to increase net loss and loss per share by $206 million and $0.70, respectively. As
required by SFAS No. 142, the standard has not been retroactively applied to the results for the perlod prior to
adoptlon

The Company performed its annual 1mpa1rment assessment as of October 1, 2002 using an mdependent
third-party appraiser and followmg the gmdance of EITF Issue 02-17, Recognition of Customer Relationship
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Intangible Assets Acquired in a Business Combination, which was issued in October 2002 and requires the

.consideration of assumptions that marketplace participants: would consider, such as expectations of future

contract renewals and other benefits related to the intangible asset. Revised estimates of future cash flows and

" the use of a lower projected long-term growth rate in the Company’s valuation, led to recognition of a
"$4.6. billion impairment charge in the fourth quarter of 2002

The independent third-party appraiser’s valuations as of J anuary 1, 2002, October 1, 2002 and October 1, "

2003 yielded total enterprise values of approximately $30 billion, $25 billion and $25 billion, respectively,

which included approximately $2.4 billion, $3.1 billion and $3.2 billion, respectively, assigned to customer

’ ~ relationships. SFAS No. 142 does not permit the recognition of mtanglble assets not previously recognized.
- Accordingly; the impairment included approximately $572 million and $3.1 billion, before tax effects,
. ~attr1butable to customer relationships as of January 1, 2002 and October 1, 2002, respectively. The valuation
. completed at October 1, 2003 showed franchise values in excess of book value and thus resulted in no.
" impairment. Additionally, as a result of the sale of the Port Orchard, Washington cable system on October 1,

2003 net carrymg value of franchises were reduced by $42° mﬂhon :

In determining whether its franchises have an indefinite life, the Company cons1dered the exclusmty of
the franchise, its expected costs of franchise renewals, and the technological state of the associated cable
systems with a view to whether or not the Company is in compliance with any technology upgrading
requirements. Certain franchises did not qualify for indefinite-life treatment due to technological or
operational factors that limit their lives. These franchise costs will be amortized on a straight-line basis over
10 years. :

" The effect of the adoptlon of SFAS. No, 142 as of Decernber 31, 2003 and 2002 is prcsented in the
followmg table

December 31,
2003 ] 2002

Gross Net Gross - Net
Carrying- Accumulated Carrying Carrying  Accumulated  Carrying
Amount  Amortization Amount Amount  Amortization . Amount

Ind_éﬁnite-livcd irifangible assets: : - ~ )
~ Franchises with indefinite lives. . ... 817,018 $3,412 $13,606 $17,076 - $3,428 $13,648
Goodwﬂl ................ G 52 — 52 54 | — 54

Lo 0 $17,070  $3.412  $13,658 $17,130  $3,428  $13,702

- Finite-lived intangible assets:

Franchises with finite lives . ......... $ 107 $ 33 % 74 % 103 $ 24 0§ 79

Franchise amortization expense for each of the years ended December 31, 2003 and 2002 was $9 million
which represents the amortization relating to franchises that did not qualify for indefinite-life treatment under
SFAS No. 142, including costs associated with franchise renewals. The Company expects amortization
expense on franchise assets will decrease to approximately $4 million annually based on its ability in 2003 to
renew franchise agreements the Company previously classified as having finite lives without substantial costs.
Actual amortization expense to be reported in future periods could differ from these estimates as a result of
new intangible asset acquisitions or divestitures, changes in useful lives and other relevant factors. Franchise
amortization expense for the year ended December 31, 2001 was $1.5 billion.
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-As required by SFAS No. 142, the standard has not been retroactively applied to the results for the period
prior to adoption. A reconciliation. of net loss for the yéars ended December 31, 2003, 2002 and 2001, as if
SFAS No. 142 had been adopted ‘as of January 1, 2001, is presented below: .

" Year Ended December 31,

e 12003 202 2001
NET LOSS: - . ' R . ‘ Lo
Reported net loss applicable to common stock ..., ..., e 8 (242) $(2 517) $(1 168)
* Add back: amortization of indefinite-lived franchlses ..... A C— = 1,453
Léss: minority interest impact . ......... e " e - - (808)
Adjusted net loss applicable to common stock ..................... $ (242) $(2 517) $ (523)
BASIC AND DILUTED LOSS PER COMMON SHARE:
Reported net loss per share .....................c.o... U $(0 82). $ (8.55) $ (4 33)
Add back: amortization of indefinite-lived franchises.................. — — 539
~Less: minority interest impact . ................. L T = L — . (3.00)

Adjusted net loss per share ......... P [ ce- _35(0.82) $ (8.55) . $ (1.94)

‘8. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consmt of the followmg as of December 31, 2003 and 2002 '

o . T 20030 7 2002
Accounts payable . . ... e J T $ 163 $ 185
Capital expenditures ............ R P P 108 141
Accrued interest . . ... .. e e e 277 243
Programming COStS . . .. ...\ vt ettt e 268 - 282
Franchise related fees ........ ... ... i e P P .70 ... 70
State sales tax ...... e e e e P -3 S Y
Other accrued eXPeNSeS . . . ...\ vvu et e T 288 - 357

$1,235 . $1,345
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‘ Long -term debt consists of the followmg as of December 31, 2003 and 2002 S
© 2003 - 2002

Face Accreted Face ‘Accreted
- R . . R Value Value Value Value
Long-Term Debt - . R e
Charter Communications, Inc.: a LT
- October and November 2000 o
 5.75% convertible senior notes due 2005................ $ 618 $ 618 $ 750 $ 750
- May 2001 . ... : . R P T ‘
4.75% convertible semor notes due 2006 S £ T IR £.1 - 633 - -633
Charter Holdmgs ‘ :
March 1999 . v . . . . . - -
8.250% senior notes due 2007................ e 451. - 450 . 600 - 599
8.625% senior notes due 2009, ....... ST U T 1,244 1,242- 1,500 = - 1,497
9.920% senior discount notes due 2011 ................. 1,108 1508'2" 1,475 1,307
January 2000 - o ’ A L - o
10.000% senior notes due 2009 ....... D L. 640 640 675 675
10.250% senior notes due 2010........................ 318 318 325 325
11.750% senjor discount notes due 2010 U e 450 400 532 421
January 2001 | R ' .
'10.750% senior. notes due 2009. . . . .. i P .~ 874 . 873 900 900
11.125% senior notes due 2011............. PR . 500 500 500 - 500
13.500% senior discount notes due 2011 ..... e - 675 -517 L 675 . 454
May 2001 - ' Cee T -
9.625% senior nétes due 2009 (includes January 2002 o - _ :
additional bond issue) .......... ... ... ot 640 638 700 698
10.000% senior notes due 2011 (mcludes January 2002 ‘ _ " i B
additional bond issue) ........ ... o ~o710 0 708 875 873
"11.750% senior discount notes due 2011 .......... e ' 939 . 717 1,018 693
January 2002 ' ‘ - ' :
12.125% senior discount notes due 2012 ... .. P e 330 023t ¢ 450 280
CCH II: : S - L
10.250% senior notes due 2010........... U . S o601 1,601 . — —
- CCO Holdings: ' < o ] o
 83%% senior notes due 2013 . ... ... ... _ 500 500 — —
Renaissance: o o S o IR : '.
4 10.00% senior discount notes due 2008 ... ... P, .: ‘114' - 1 16 114 113
CC V Holdings: o S L A _ -
-11.875% senior discount notes due 2008 ... .............. . M3 - 113 180 | 163

Other long-term debt. . . .. Ll e e — 1 1
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2003 . 2002 .
Face Accreted Face Accreted
Value Value Value Value
Credit Facilities ) , _ :
Charter'Opera_ting ..... A S 4,459 4,459 4,542 4,542
CCVI...... e P I P 868 868 926 926
Falcon Cable ........ ... .. .. . . 856 856 1,155 1,155
CC VIII Operating .. ... e P 1,044 1,044 . 1,166 1,166

$19,208 $18,647 $19,692  $18.671

The accreted values presented above represent the face value of the notes less the original issue discount
at the time of sale plus the accretion to the balance sheet date.

In September 2003, Charter, Charter Holdings and their indirect subsidiary, CCH II, LLC (“CCH II”)
purchased, in a non-monetary transaction, a total of approximately $609 million principal amount of Charter’s
outstanding convertible senior notes and approximately $1.3 billion principal amount of the senior notes and

- senior discount notes 1ssued by Charter Holdings from institutional investors in a small number of privately
negotiated transactions. As consideration for these securities, CCH II issued approximately $1.6 billion
principal amount of 10.25% notes due 2010, achieving approximately $294 million of debt discount. CCH II
also issued an additional $30 million principal amount of 10.25% notes for an equivalent amount of cash and
used the proceeds for transaction costs and for general corporate purposes. See dlscussron of the CCH 11 notes
below for more details.’

5. 75% Charter Convertible Notes. In October and November 2000, Charter issued 5.75% convertible
senior notes with a total principal amount at maturity of $750 million. As of December 31, 2003, there was
$618 million in total principal amount of these notes outstanding. The 5.75% Charter convertible notes are
convertible at the option of the holder into shares of Class A common stock at a conversion rate of 46.3822
shares per $1,000 principal amount of notes, which is equivalent to a price of $21.56 per share, subject to
certain adjustments. Specifically, the adjustments include anti-dilutive provisions, which cause adjustments to
occur automatically based on the occurrence of specified events to provide protection rights to holders of the
notes. Additionally, Charter may- adjust the conversion ratio under certain circumstances when deemed
appropriate. These notes are redeemable at Charter’s option at amounts decreasing from 102.3% to 100% of
the principal amount plus accrued and unpaid interest beginning on October 15, 2003, to the date of
redemption. Interest is payable semiannually on April 15 and October 15, beginning April 15, 2001, until

maturity on October 15, 2005.

The 5.75% Charter convertible notes rank equally with any of Charter’s future unsubordinated and
unsecured indebtedness, but are structurally subordinated to all existing and future indebtedness and -other
liabilities of Charter’s subsidiaries. Upon a change of control, subject to certain conditions and restrictions,
Charter may be required to repurchase the notes, in whole or in part, at 100% of their principal amount plus
: accrued interest at the repurchase date.

4.75% Charter Convertzble Notes In May 2001, Charter issued 4.75% convertible senior notes with a
total principal amount at maturity of $633 million. As of December 31, 2003, there was $156 million in total
principal amount of these notes outstanding. The 4.75% Charter convertible notes are convertible at the option

* of the holder into shares of Class A common stock at a conversion rate of 38.0952 shares per $1,000 principal
amount of notes, which is equivalent to a price of $26.25 per share, subject to certain adjustments.
Specifically, the adjustments include anti-dilutive provisions, which automatically occur based on the
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occurrence of specified events to provide protection rights to holders of the notes. Additionally, Charter may
adjust the conversion ratio under certain circumstances when deemed appropriate. These notes are redeem-
able at Charter’s option at amounts decreasing from 101.9%.to 100% of the principal amount, plus accrued and

- unpaid interest beginning on June 4, 2004, to the date of redemption. Interest is payable semiannually on
December 1 and June 1, beginning December 1, 2001, until maturity on June 1, 2006.

i-wee_ . The. 4. 5% Charter convertible ‘notes- rank- equally with any of Charter’s future unsubordinated and

: unsecured indebtedness, but are > stricturally subordinated to all existing and future indebtedness and-other-- - . ..
liabilities of Charter’s subsrdrames Upon.a change of control, subject to certain conditions and réstrictions; ~ - -
Charter may be required to,repurchase the notes, in whole or in part, at 100% of their principal amount plus ' '
accrued interest at the repurchase date.

" March 999 Charter Holdings Notes. The March 1999 Charter Holdmgs notes were issued under three
separate indentures, each dated as of March 17, 1999, among Charter Holdings and Charter Commumcatlons
Capital Corporation (“Charter Capital”), as the issuers, and BNY Midwest Trust Company, as trustee:
Charter Holdings and Charter Capital exchanged these notes for new March 1999 Charter Holdings notes
with substantially similar terms, except that the new March 1999 Charter Holdings notes are registered under
the Securities Act and, therefore, do not bear legends restricting their transfer.and are not subject to further
registration or special interest obligations.

The March 1999 Charter Holdings notes are general unsecured obligations of Charter Holdings and
Charter Capital. The -‘March 1999 8.250% Charter Holdings notes mature on Aprit 1, 2007, and as of
December 31, 2003, there was. $451 million in total principal amount outstanding. The March 1999 8.625%
Charter Holdlngs notes mature on April 1, 2009 and as of December 31, 2003, there was $1.2 billion in-total
‘principal amount outstanding. The March 1999 9.920% Charter Holdings notes mature on April 1, 2011 and -
as of December 31, 2003, the total principal amount outstanding and accreted value was $1.1 billion. Cash
interest on the March 1999 9.920% Charter Holdings notes will not accrue prior to April 1, 2004.

- The March.1999 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital, They
rank equally with all other current and future unsubordinated oblrgatrons of Charter Holdings and Charter
Capital, including the January 2000, J anuary 2001, May 2001 and January 2002 Charter Holdings notes. They
are structurally subordinated to the obligations of Charter Holdings’ subsidiaries, including the CCH II notes,
the CCO Holdrngs LLC (*CCO Holdings”) notes, and the credrt facilities.

Charter Holdmgs and Charter Capital will not have the right to redeem the March 1999 8.250% Charter
Holdings notes prior to their maturity date on April 1, 2007. On or after April 1, 2004, Charter Holdings and
Charter Capital may redeem some or all of the March 1999 8.625% Charter Holdings notes and the March
1999 9.920% Charter Holdings notes at any time, in each case, at a premium. The optional redemption price
declines to 100% of the principal amount of March 1999 Charter Holdings notes redeemed plus accrued and
unpard interest, if any, for redemption on or after April 1, 2007. :

In the event that a specified change of control event occurs, Charter Holdings and Charter Capital must
offer to repurchase any then outstanding March 1999 Charter Holdings notes at 101% of their pnncxpal
amount or accreted value as applicable, plus accrued and unpaid interest, if any.

The indentures governing the March 1999 Charter Holdrngs senior notes contain restrictive covenants
that limit certain transactions or activities by Charter Holdings and its restricted subsidiaries. All but two of
Charter Holdmgs direct and indirect subsidiaries are currently restricted subsidiaries. ‘

January 2000 Charter Holdings Notes. The January 2000 Charter Holdings notes were issued under
three separate indentures, each dated as of January {2, 2000, among Charter. Holdings and Charter Capital, as
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the issuers, and BNY Midwest Trust Company, as trustee. In June 2000, Charter Holdings and Charter
Capital exchanged these notes for new January 2000 Charter Holdings notes, with substantially similar terms,
except that the new January 2000:Charter Holdings notes are registered under-the ‘Securities Act and,
therefore, do not bear legends restnctmg their transfer and are not subject to further reg1strat10n or specral
interest obhgatlons : i :

» The January 2000 Charter Holdings notes are general unsecured obligations of Charter Holdings and

Charter Capital. The January .2000 10.00% Charter Holdings notes mature on April™ t;, 2009, and as of
December 31, 2003, thete was $640 million in total principal amount of these notes outstanding. The January
2000 10.25% Charter Holdings notes mature on January 15,2010 and as.of December 31,-2003, there was
$318 million in total principal amount of these notés outstanding. The January 2000 11.75% Charter Holdings
" notes mature on January 15, 2010.and as of December 31, 2003, the total principal amount outstanding was
$450 million and the total accreted value of these notes was approximately $400 million. Cash interest on the
January 2000 11.75% Charter Holdrngs notes will not accrue prior to January 15 2005 ‘

‘The January 2000 Charter Holdings notes are senior debts of Charter Holdings and Charter Caprtal
They rank equally with all other current and future unsubordinated obligations' of Charter Holdings and
Charter Capital, including the March 1999, January 2001, May 2001 and January 2002 Charter Holdings
notes. They are structurally subordinated to the obligations of Charter Holdings’ subsidiaries, 1nc1udmg the
CCH 1I notes, the CCO Holdings notes, ~and the credit facrhtles

Charter Holdings and Charter Capital will not have the right to redeem the J anuary 2000 10.00% Charter
Holdings notes prior to their maturity date on April 1, 2009. On or after January 15, 2005, Charter Holdings
and Charter Capital may redeem some or all of the January 2000 10.25% Charter Holdings notes and the.
January 2000 11.75% Charter Holdings notes at- any time, in each case, at a premium. The optional ’
redemption price declines to’ 100%- of the principal amount of the January 2000 Charter Holdings notes
" redeemed, plus accrued and unpaid interést, if any, for redemption on or after January 15, 2008.

In the event that a specified change of control event occurs, Charter Holdings and Charter Capital must
offer to repurchase’any then outstanding January 2000 Charter Holdings notes at 101% of their total principal
amount or accreted value, as applicable, plus accrued and uripaid interest, if any.

The 1ndentures governing the January 2000 Charter Holdings notes contain substantially identical events
of default, affirmative covenants and negative covenants as those contalned in the indentures governing the
March 1999 Charter Holdlngs notes.

January 2001 Charter Holdings Notes. The January 2001 Charter ‘Holdings notes were issued under
three separate indentures, each dated as of January 10, 2001, each among Charter Holdings and Charter
Capital, as the issuers, and BNYY Midwest Trust Company, as trustee. In March 2001, Charter Holdings and
Charter Capital exchanged these notes for new January 2001 Charter Holdings notes, with substantially
similar terms, except that the new January 2001 Charter Holdings notes are registered under the Securities
Act and, therefore, do not bear legends restricting therr transfer, and- are not subject to further regrstratlon or
special interest obhgatlons

The January 2001 Charter Holdrngs notes are general unsecured obhganons of Charter Holdmgs and
Charter Capital. The January 2001 10.750% Charter Holdings notes mature on October 1, 2009, and as of
December 31, 2003, there was $874 million in total principal amount of these notes outstanding. The January
2001 11.125% Charter Holdings notes mature on January 15, 2011 and as of December 31, 2003, there was
$500 million in-total principal amount outstanding. The January 2001 13:500% Charter Holdings notes mature
on January 13, 2011 with a total principal amount at maturity of $675 million. As of December 31, 2003, the
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total accreted value of these 13.500% notes was.approximately $517 million. Cash interest on the January
2001 13.500% Charter Holdings notes will not accrue pnor to January 15, 2006.

The January 2001 Charter Holdings notes are senior debts of Charter Holdlngs and Charter Capltal
They rank equally with all other current and future unsubordinated obligations of Charter Holdings.and
Charter Capital, including the March 1999, January 2000, May 2001 and January 2002 Charter Holdings
notes. They are structurally subordinated to the obligations of Charter Holdings’ subsrdlarres, mcludmg the
CCH 1I notes, the CCO Holdings notes, and the credit facilities. -

Charter Holdings and Charter Capltal will not have the right to redeem the January 2001 10.750%

Charter Holdings notes prior to their maturity date on October 1, 2009. On or after January 15, 2006, Charter

Holdings and Charter Capital may redeem some or all of the January 2001 11.125% Charter Holdings notes

and the January 2001 13.500% Charter Holdings notes at any time, in each case, at a premium. The optional

. -, redemption price declines to 100% of the principal amount of the January 2001 Charter Holdings notes
===~ .. redeemed, plus : accrued. and unpard ‘interest, if any, for redempnon on or after January 15, 2009

" In the event that a specified change of control event occufs; Charter Holdmgs and Charter Caprtal must
offer to repurchase any then outstanding January 2001 Charter Holdings notes at 101% of their total pnnc1pa1 '
amount or accréted value, as applicable, plus accrued and unpald interest, if any.

' The mdentures governing the January 2001 Charter Holdmgs—notes contain substantially identical events
of default, affirmative covenants and negative covenants as those contained in the indentures governing the
March 1999 and vJanuary 2000 Charter Holdings notes.

May 2001 Charter Holdings Notes. The May 2001 Charter Holdings notes were issued under three
separate indentures, each among Charter Holdings and Charter Capital, as the issuers, and BNY Midwest
Trust Company, as trustee. In September 2001, Charter Holdings and Charter Capital exchanged substan-
tially all of these notes for new May 2001 Charter Holdings notes, with substantially similar terms, except that
the new May 2001 Charter Holdings notes are registered under the Securities Act and, therefore, do not bear
legends restricting their transfer, and are not sub]ect to further reglstratlon or spe01al interest obhgatrons

The May 2001 Charter Holdmgs notes are general unsecured obligations of Charter Holdlngs and
Charter Capital. The May 2001 9.625% Charter Holdings notes mature on November 15, 2009, and as of
December 31, 2003, combined with the January 2002 additional bond issue discussed below, there was
$640 million in total principal amount outstanding. The May 2001 10.000% Charter Holdings notes mature on
May 15, 2011 and as of Décember 31, 2003, combined with the January 2002 additional bond issue discussed
below, there was $710 million in total principal amount outstandmg The May 2001 11.750% Charter Holdings
notes issued in the total principal amount at maturity of $1.0 billion miature on May 15, 2011 and as of
December 31, 2003, the total principal amount outstanding was $939 million and the total accretéd value of
the 11.750% notes was approximately $717 million. Cash interest on the May 2001 11.750% Charter Holdlngs
notes wﬂl not accrue prior to May 13, 2006 Tt e Ll

The May 2001 Charter Holdings notes are senior. debts of Charter Holdlngs and Charter Caprtal They
rank equally with all other current and future unsubordinated obligations of Charter Holdings and Charter
Capital, including the March 1999, January 2000, January 2001 and January 2002 Charter Holdings notes.
They are structurally subordinated to the obligations of Charter Holdmgs subsidiaries, lncludmg the CCH 11
notes, the CCO Holdmgs notes, and the credit facilities.

Holdings notes prior to therr maturity date on November 15 2009. 4Before May 15,2004, Charter Holdmgs
and Charter Capital may redeem up to 35% of the May 2001 10.000% Charter Holdings notes and the May
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2001 11.750% Charter Holdings notes, in each case, at-a premium with proceeds of certain. offerings of equity
securities. In addition, on or after May 15, 2006, Charter Holdings and Charter Capital may redeem some or
all of the May 2001 10.000% Charter Holdings notes and the May 2001 11.750% Charter Holdings notes at
any time, in each case, at a premium. The optional redemption price declines to 100% of the principal amount
of the May 2001 Charter Holdirigs notes redeemed, plus accrued and unpaid inferest, 1f any, for redemptlon on
or after May 15, 2009 :

In the event that a specified change of control event occurs, Charter Holdings and Charter Capxtal must
offer to repurchase any then outstanding May 2001 Charter Holdings notes at 101% of their total principal
amount or accreted value, as applicable, plus accrued and unpaid 1nterest if any.

The indentures governing the May 2001 Charter Holdings notes contain substantlally identical events of
default, affirmative covenants and negative covenants. as these contained in the indentures governing the
March 1999, January. 2000 and January 2001 Charter Holdings notes.

January 2002 Charter Holdings Notes: -The January 2002 Charter Holdings notes were issued under
three separate indentures, each among Charter Holdings and Charter Capital, as the issuers, and BNY
Midwest Trust Company, as trustee, two of which.-were supplements to the indentures for the May 2001
Charter Holdings notes. In July 2002, Charter Holdlngs and Charter Capital exchanged substantially all of
these notes for new January 2002 Charter Holdings notes, with substantially similar terms, except that the new
January 2002 notes-are registered under the Securities Act and, therefore, do not bear legends restricting their
transfer and are not subject to further registration or special interest obligations.

The January 2002 Charter Holdings notes are general unsecured obligations of Charter Holdings and
Charter Capital. The January 2002 Charter Holdings notes consisted of $350 million in total principal amount
of 9.625% senior notes due 2009, $300 million in total principal amount of 10.000% senior notes due 2011
(both combined with their respective May 2001 issue in the tabular presentation above) and $330 million in
total pnnmpal amount at matunty of 12.125% senior discount notes due 2012.

The January 2002 12.125% senior discount notes mature on January 15, 2012, and as of December 31,
2003, the total principal amount outstanding was $330 million and the total accreted value of these nofes was
approximately $231 million. Cash interest on the January 2002 12. 125% Chaner Holdings notes will not
accrue prior to January 15, 2007. :

The January 2002 Charter Holdings notes are senior debts of Charter Holdings and Charter Capital.
They rank equally with the current and future unsecured and unsubordlnated debt of Charter Holdings,
including the March 1999, January 2000, January 2001 and May 2001 Charter Holdings notes. They are
structurally subordinated to the obhgatxons of Charter Holdings’ subsxdlanes including the CCH 11 notes, the
CCO Holdings notes and the credlt facilities.

The Charter Holdings. 12.125% senior dlscount notes are redeemable at the option of the issuers at
amounts decreasing from 106.063% to 100% of accreted value beginning January 15, 2007. At any time prior
to January 15, 2005, the issuers may redeem up to 35% of the total principal amount of the 12.125% senior
dlscount notes at a redemption price of 112.125% of the accreted value under certain condmons

In the event that-a specified change of control event occurs, Charter Holdings and Charter Capltal must
-- offer to repurchase any then outstanding January 2002 Charter Holdings notes at 101% of their total pnnc1pal
amount or accreted value as applicable, plus accrued and unpaid interest, if any. . . ST .

The indentures governing the January 2002 Charter Holdings notes contain substantially identical events
of default, affirmative covenants and negative covenants as those contained in the indentures govermng the
March: 1999, January 2000; January 2001 and May 2001 Charter Holdmgs notes.
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CCH II Notes. In September 2003, CCH II and CCH 1I Capital Corp. jointly issued $1.6 billion total
principal amount of 10.25% senior notes due 9010. The CCH II notes are general ansecured: obligations. of -
CCH 1I and CCH 11 Capital Corp. They rank equally with all other current or future ur;subordinated
obligations of CCH 1I and CCH I Capital Corp. The CCH II notes are structurally subord‘inatcd“ to all
obligations of subsidiaries of CCH 11, including the CCO _Holdingé notes and the credit facilities. . o

) Interest on the CCH 1I notes accrues at 10.25% per ‘annum, from September 23, 2003 or, if interest
already has been paid, from the date it was most recently paid. Interestis payable semi-annually in arrears on
each March 15 and September 15, commencing on March 15, 2004. . ' R

At any time prior t0 September 15, 2006, the issuers of the CCH II notes may redeem up to 35% of the
total pr'mcipal amount of the CCH 11 notes on a.pro rata basis at a redemption. price equal to 110.25% of the
principal amount of CCH 1I notes redeemed, plus any accrued and unpaid interest.

~_ Onor after September 15, 2008, the issuers of the CCH 11 notes may redeem all or a part of the notes at

a redemption price that declines ratably from the initial redemption price of 105.125% to a redemption price * - -
on or after September 15, 2009 of 100.0% of the principal amount of the CCH 1I notes redeemed, plus, in. -

_ each case, any accrued and unpaid interest. ‘

In the event of speciﬁéd change of control events, CCH II must offer to purchase the outstanding CCH
H notes-from the holders at ‘a purchase price equal to 101% of the total principal amount of the notes, plus any
accrued and unpaid interest. e R T

CCO Holdings Notes. . In November 2003, CCO Holdings and CCO_Heldings Capital Corp. jointly
issued $500 million total principal amount of 83%% senior motes due’ 2013. The CCO Holdings notes are
general unsecured obli‘gatiéns of CCO Holdings and CCO Holdings Capital Corp. They rank equally with all
other current or future unsubordinated obligations of CCO Holdings and CCO Holdings Capital Corp. The
CCO Holdings notes are structurally: subordinated to all obligations of 1ts subsidiaries, including the credit
facilities. : - ' :

© " Interest on the CCO Holdings senior notes accrues: at 8%% per year, from November 10, 2003 or, if
interest already has been paid, from-the date it was most recently paid. Interest isrpayable‘scmi-annually_in
arrears on each May 15 and November 15, commencing on May 15, 2004. ‘

N any time prior to Novemniber 15, .20'06, the issuers of the CCO Holdjngé senior notes may redeem up to
35% of the total principal amount of the CCO Holdings senior notes to the extent of public equity proceeds - -
they have received on a pro rata basis at a redemption price equal to 108.7 50 of the principal amount of CCO

Holdings senjor notes redeemed, plus any accrued and unpaid interest.

On or after November 15, 2008, the issuers of the CCO Holdings senior notes may redeem all or a part of
ihe notes at a redemption price that declines ratably from the initial redemption price of 104.375% to a
redemption price on or after November 15, 2011 of 100:0% of the principal amount of the CCO Holdings
senior notes redeemed, plus, in cach case, any accrued and unpaid interest. ) R

~ In the event of specified change of control events, CCO Holdings must offer to purchase the outstanding -
CCO Holdings senior notes from the holders at a purchase price equal to 101% of the total principal amount of
the notes, plus any accrued and unpaid interest. : . : . .
Renaissance Notes. In connection with the acquisition of Renaissance in April 1999,. the ‘Company
assumed $163 million principal amount at maturity of 10.000% senior discount notes due 2008 of which
$49 million was repurchased in May 1999. The Renaissance notes did not require the payment of interest until
April 15, 2003. From and after April 15, 2003, the Renaissance notes bear interest, payable semi-annually in
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cash, on April 15 and October 13, commencmg on October’ 15 2003. The Renaissance notes are due on
" April 15,,2008. : : : ) :

cC VHoldlngs Notes Charter Holdco acquired CC V Holdings in November 1999 and assumed CcCyv
Holdings’ outstandlng 11.875% senior discount notes due 2008 with an accreted value of $113 million as of
December 31, 2003. Commencing December 1, 2003, cash interest on the CC V Holdmgs 11 875% notes will
be payable semi-annually on June. 1-and December 1 of each year.

High-Yield Restrictive Covénants; Limitation 'on 'Indebledness. The indentures governing the notes of -
the Company’s subsidiaries contain certain covenants that restrict the ability of Charter Holdings, Charter
Capital, CCH 1I, CCH II Capital Corp., CCO Holdings, CCO Holdings Capital Corp., the CCV Holdmgs
notes issuers, Renaissance Media Group, and all of their restricted subsidiaries to:

« incur additional debt;
“+ pay dividends on equity or repurehaée equitig;.
. grant:‘Iiens;
* make investments;
7_,sel‘1"ali or ‘substantially all'of their assets or rrrerge with or in‘toi otﬁer companies;
. sell aSéets;
« enter into sale- leasebacks

. m the case of restricted subsidiaries, create or perm1t 1o exrst dlvrdend or payment restnctrons with
respect to the bond i issuers, guarantee their parent companles debt, or 1ssue specified equrty interests;
' and

P engage in certain transactions with affiliates.

Charter Operating Credit Facilities. The Charter Communications Operating, LLC (“Charter Operat-
ing”) credit facilities were amended and restated as of June 19, 2003 to allow for the insertion of intermediate
holding companies between Charter Holdings and Charter Operating. In exchange for the lenders’ consent to
the organizational restructuring, Charter Operating’s pricing increased by 50 basis points across all levels in
the pricing grid then in effect under the Charter Operatrng credit facrhtres '

Obligations under theCharter Operating credit facilities are guaranteed by Charter Holdmgs, CCO
Holdings and by Charter Operating’s- subsidiaries, other than the non-recourse subsidiaries, subsidiaries
precluded from so guaranteeing by reason of the provisions of other indebtedness to which they are subject,
and immaterial subsidiaries. The non-recourse subsidiaries include. CCO NR Holdings, LLC, and subsidiaries
contributed to CCO NR Holdrngs LLC by, Charter Holdings in the recent organizational restructuring that
occurred in June and July of 2003, including the CC V/CC VIII Companies, the CC VI Companies and the
CC VII Companies and their respective subsidiaries. The obligations under the Charter Operating credit
.- facilities are.secured by pledges of all equity interests in Charter Operating’s direct.subsidiaries, all equity
interests owned by its guarantor subsidiaries in their respective subsidiaries, and intercompany obligations
owing to Charter Operating and/or its guarantor subsidiaries by their affiliates. The obligations-are also
secured by a pledge of CCO Holdings’ equity interests in all of rts drrect subsrdrarres (mcludmg Charter
Operatlng) as. collateral under thesc credrt facilities. -

-The Charter Operatmg credlt facilities provide for borrowmgs of upto $5.1 brlhon and provide for four
term facilities: two Term- A facilities with a total principal amount of $1.1 billion that matures in September
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2007,..each with different amortization schedules, one ‘that began in' June 2002 and. one ‘beginning in

September 2005; and two Term B facilities with.a total principal amount of $2.7 billion, of which $1.8 billion
matures in March 2008 and $884 million matures in September 2008‘ The amortization of the principal
amount of the Term B term loan fac1ht1es is substantrally “back-ended,” with more thari 90% of the principat

balance due in the year of maturity. The Charter Operating credit facilities also provide for two revolving -

credit facilities, in a total amount of $1.3 billion, one which will reduce annually beglnnmg in March 2004 and
onewhich will reduce”quarterly begrnmng in September 2005, with a ‘maturity date in September 2007.
Supplemental credrt facrhtles in the amount of $100 million may be avajlable from lenders within or outside
the lending group that agree to provide it Amounts under the Charter Operating credit facilities bear interest
at the Eurodollar rate or the base¢ rate, each as deﬁned ‘plus a margin of up to 3.0% for Eurodollar loans
(3. 15% to 3.92% as of December 31, 2003 and 3.13% to 4.58% as of Decernber 31, 2002) and 2.0% fot base
rate loans. A quarterly commiitment fee’ of between 0.25% and O 375% per annum is payable on the
o unborrowed balance of the revolvmg credit facﬂltres

As of December 31;72003; outstandmg borrowmgs under the Charter Operatmg credit facrhtres were
apprommately $4.5 billion and the unused total potential ‘availability was $681 million; although financial
covenants limited the avarlabrhty under these facilities to $213 ‘million. as of December 31, 2003

cC v Operatmg Credir Facilities. The obligations under the CC VI Operatmg eredlt facrhtres are
guaranteed by CC VI Operating’s parent, CC VI Holdings, LL'C, “and by the subsidiaries of CC VI Operating
other than immaterial subsidiaries.: The obligations under the CC-VI Operating credit facilities are secured by
pledges of all equity interests ownéd by CC VI Operating-and its' guarantor-subsidiaries in other persons, and
by intercompany obligations ‘owing CC VI Operating and/or its-guarantor subsidiaries by their affiliates, but
© are not secured by other assets of CC VI Operating or its subsidiaries. The obligations under the CC VI

Operating credit facilities are also'securéd by pledges by CC» VI Holdirigs of all equity interests it holds in .

other persons, and mtercompany obhgat1ons owmg to it by 1ts afﬁhates but are not secured by the other assets
of CC VI Holdings. :

The CC VI Operatmg credlt fac111t1es prov1de for two term facﬂmes one with a pnncrpal amount of
- $380-million that matures May 2008"(Term A), and-the other with a principal amount of $372 ‘million that

matures November 2008 (Term B). Thé CC VI Operating credit facilities also provide for a $350 million
reducing Trevolving credit facility with a maturity date in ‘May 2008. Supplemental credit facilities in the”

amount of. ‘approximately .$300 million- may be available until-December 31, 2004 from lenders within or

outside the lending group that agree to ‘provide it- Amounts under the CC VI Operating-credit facilities bear -

interest at the Eurodollar rate:or the base rate; each as defined, plus-a margin of up to 2.5% for Eurodollar
loans-(2.40% to 3.66% as of December 31, 2003 and 2.62% to'4.31% as of December 31, 2002) and 1.5% for
base rate loans. A quarterly commitment fee of 0.25% per year is payable on the unborrowed balance of the
Term A facility and the revolving fac1hty

~As-of December 31,2003, outstandmg borrowmgs under the CC VI Operatmg credrt facrhtles were

- $868 mrlhon and-unused total potential avaﬂabrhty was $234 million, although ﬁnancral covenants l1m1ted the = -

avarlabrhty under these facilities to $119 mllhon as of December 31, 2003.

Falcon Cable Credit Facilities. - The. obhganons underithe Falcon credit facrhtles are guaranteed by the
direct parent of Falcon Cable Communications, Charter Communications V11, LLC, and by the subsidiaries
of Falcon Cable Commumcatlons (except for certain exc]uded sub51d1anes) The obligations under the Falcon
‘credit facilities are secured by pledges of all of the equity interests in’ the guarantor subsidiaries of Falcon
_ Cable’ Comimunications, but are not secured by other assets of Falcon Cable Communications ‘or. its
subsidiaries: The obligations utider the-Falcon-credit -facilities.are also secured by a pledge of the equity

mterests of Charter Communications. VIL.i in Falcon Cable Communications and intercompany obhgatlons
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~ owing to Charter Communications VII by Falcon Cable Communications and 1ts guarantor subsidiaries, but
are not secured by the. other assets of Charter Commumcatlons VII.

The Falcon credit facilities provrde for two term facilities, oné with a pnnc1pal amount of $190 m11l1on
_ that, matures June 2007 (Term B), and the other with the principal- amount of $285 million that matures
' December 2007 (Term C). The Falcon credit facilities also provide for a reducing revolving facility of up to
approximately $60 million (maturing in December 2006) a reducing supplemental facility of up to
approxrmately $105 million (maturing in December 2007) and a second reducing revolving facility of up to
$670 million (maturing in June 2007). Supplemental credit facilities in the amount of up to $486 million may
also be available from lenders within or outside the lending group that agree to provide it. Amounts under the
Falcon Cable credit facilities -bear interést at the Eurodollar.rate or the base rate, each as defined, plus a
margin of up to 2.25% for Eurodollar loans (2.40% to 3.42% as of December 31, 2003 and 2.69% to 4.07% as of
December 31, 2002) and up to 1.25% for base rate loans. A quarterly commitment fee of between 0. 25% and
0.375% per year is payable on the unborrowed balance of the revolving facilities.

As of December 31, 2003 outstandmg borrowmgs were $856 million and unused total potent1a1
avarlablhty was $454 million, although financial covenants hmrted the avarlablhty under these facilities to
_ $366 rrnlhon as_of December 31, 2003.

CC VI Operating Credit Faczlmes The obligations under the CC VIII Operaung credit faerhtres are
guaranteed by the parent company of CC. VI Operating, CC VIII I—Ioldmgs LLC, and by the subsidiaries of
CC VIII Operating other than immaterial subsidiaries. The" obhganons under the CC VIII Operating credit
facilities are secured by pledges of all equity interests owned by CC VIII Operating and its guarantor
subsidiaries in other persons, and by intercompany obligations owing to CC VIII: Operatmg and/or its
guarantor subsidiaries. by their affiliates, but-are not secured by other assets of CC VIII Operating or its
subsidiaries. The obligations under the CC VIII Operating credlt facilities are also- secured by: pledges -of
equity interests owned by CC vl Holdmgs in other persons, and-by intercompany obligations owing to CC
VIII Holdings by its aﬁ‘ihates but are not secured by the other assets of CC VIII Holdmgs

. The.CC VIIT Operatmg credlt facrlmes prov1de for borrowmgs of up $l 4 bllhon as of December 31,
- 2003. The CC VIII Operating credit facilities provide for two term facilities, a Term A facility with a reduced
current total principal amount of $375 million, that continues reducing quarterly until it reaches maturity in
June 2007, and a Term B facility with a pnn01pal amount of $490_million, that continues reducing quarterly
-until it reaches maturity in February 2008. The amortization of the principal amount.of the Term B term loan
facilities is substantially “back-ended,” with more than 90% of the principal balance due in the year of
maturity. The CC VIII Operating credit facilities also provide for two reducing revolving credit facilities, in
the total, amount of $542 million, which reduce quarterly beginning in June 2002 and September 2005,
respectively, with maturity dates in June 2007. Supplemental facilities in the amount of approximately
$300 million may be available from lenders within or outside the lending group that agree to provide it.
Amounts under the CC VIII Operating credit facilities bear interést at the Eurodollar rate or the base rate,
each as defined, plus a margin of up to 2.50% for Eurodollar loans (2.15% to 3. 66% as of December 31, 2003
and 2.89% to 4.54% as of December 31, 2002) and up to 1.50% for base rate loans. A quarterly commitment
fee of 0.25% is payable on the unborrowed balance of the revolving credit facilities. -

" As of December 3I, 2003 outstandmg borrowmgs were $1.0 b1lhon and unused total potentral"
availability was $363 mrlhon although ﬁnancral covenants hmrted ‘the avarlabrhty under these fac111t1es to
$130 mllhon :

Credzt Facility Restrictive Covenants Each of the credit facilities of the Company’s-subsidiaries contain
representations and -warranties, . affirmative and negative. covenantssimilar to those described above with

" F-28




CHARTER COMMUNICATIONS INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003, 2002 and 2001
(dollars in millions, except where indicated)

respect to the indentures governing the Company’s notes and the notes of the Company’s subsidiaries,
information requirements, events of default and financial covenants. The financial covenants, as defined,
measure performance against standards set for leverage, debt service coverage, and operating cash flow
coverage of cash interest expense on a quarterly basis or as apphcable Addltxonaﬂy, the credit facilities
contain provisions requiring mandatory loan prepayments. under specific circumstances, including when
significant amounts of assets are sold and the proceeds are not promptly reinvested in assets useful in the
business of the borrower within a specified period. The Charter Operating credit facﬂlty also provides that in
the event that any indebtedness of CCO Holdings remains outstanding on the date, which is six months prior
to the scheduled final matiirity, the term loans under the Charter Operating credit facmty wﬂl mature and the
revolvmg credit facilities will termmate on such date.

* :=~In the-event of a default under the Company s subsidiaries’ credit facilities Or. notes, the sub51d1ar1es
" Tréditors could elect to-declare.all_amounts borrowed, together with accrued and unpaid interest and other
fees .to be due and payable. In such event, the subsidiaries’ credit facilities and -indentures that were so
accelerated or were otherwise in default will not permit the Company’s subsidiaries to distribute funds to
Charter Holdco or the Company to pay interest or principal on the notes. A default under the covenants
governing any of the Company’s debt instruments could result in the acceleration of its payment obligations
under that debt and, under certain circumstances, in cross-defaults under the Company’s other debt
obligations, which would’ have a material adverse effect on the Company’s consolidated financial condmon or
_results of operations. In addition, the lenders under the Company’s credit facilities could foreclose on their
collateral, which includes equity interests in the Company’s subsidiaries, and exercise other rights of secured
creditors. In any such case, the Company might not be able to repay or make any payments on its notes.
Addmonaﬂy, such a default would cause a cross-default in the indentures governing the Charter Holdings
notes and the convertible senjor notes and would trigger the cross-default provision of the Charter Operating
" Credit Agreement Any default under any of the subsidiaries’ credit facﬂmes or notes might adversely afféct
. the holders of the Company s notes and the Company’s growth, financial condition and results of operations
and could force the Company to examine all options, including seeking the protection of the bankruptcy laws.

e L _Based. upon oufstanding indebtedness as-of December 31, 2003, the amortization of term loans, scheduled

‘reductions in available borrowings of the revolving-credit facilities, and the _maturity  dates for all senior-and - —.. . __.

subordinated notes and debentures, total future principal payments on the total. borrowmgs undér all” debt T —
- agreements as of December 31, 2003 are as follows: - '

Year . B ) ' . - Amount
2004 ... T e $ 188
2005 .. e P 1,044
2006 ... e P 1,155
2007 . e c. 2831
2008 ...l e 3,762
Thereafter . ... e e 10,528

| ' | $19,208

For the amounts of debt scheduled to mature during 2004, it is management’s intent to fund the
repayments from borrowings on the Company’s revolving credit facility. The accompanying consolidated
balance sheet reflects this intent by presenting all debt balances as long-term while the table above reflects

actual debt maturities as of the stated date.
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10. Minority Interest and Equity Interest of Charter Holdco

The Company is a holding company whose pnmary asset is a controlhng equlty interest in Charter
Holdco, thé indirect owner of the Company’s cable systems and mirror notes that are payable by Charter
Holdco to the Company which have the same principal amount and terms as those of Charter’s convertible
senior notes. Minority interest on the Company’s consolidated balance sheets represents the ownership
percentages of Charter Holdco not owned by the Company, or 54% of total members’ equity of Charter
Holdco, plu$ $694 million, $668 million and $655 million of preferred membership interests in CC VIII, LLC
(CC VIII), an indirect subsidiary of Charter Holdco, as of December 31, 2003, 2002 and 2001, respectively.
As more fully described in Note 22, this preferred interest arises from the approximately $630 million of
preferred membership units issued by CC VIII in connection with the Bresnan acquisition in February, 2000.
As of December 31; 2003 and December 31, 2002, minority interest also includes $25 million of preferred
interest m Charter Helicon, LLC issued in connection with the Helicon acquisition. - -

Members equlty of Charter Holdco was ($57) million, $662 million and $7.0 billion as of December 31
2003, 2002 and 2001, respectively. Gains and losses arising from the issuance by Charter Holdco of its
membership umts are recorded as capital transactions, thereby increasing or decreasing shareholders’ equity
and decreasing or increasing minority mterest on the accompanying consolidated balance sheets. Minority
interest was 53.5% as of December 31, 2003, 2002 and 2001. Minority interest includes the proportionate share
of changes in fair value of interest rate risk management derivative agreements. Such amounts are temporary
as they are contractually scheduled to reverse over the life of the underlying instrument. Additionally, reported
losses allocated to minority interest on the statement of operations will be limited to the extent of any
remaining minority interest on the balance sheet related to Charter Holdco. Accordingly, commencing in
2004, the Company expects to absorb all, or substantially all, future losses before income taxes, since the
minority interest in Charter Holdco was substantially eliminated at December 31, 2003, subject to any
changes in Charter Holdco’s capital structure Changes to minority mterest consist of the following for the
~ periods presented:

Minority

' Interest
Balance December 31, 20()0 ........... P . e ‘$4,571
Equ1ty reclass1ﬁed from redeemable securities (26,539,746 shares: of Class A common . ,
StOCK) L e e S R 096
* Minority interest in loss of a subsidiary .................. AU AP (1,461)
‘Minority interest in change in accounting principle........... I (14)
Minority interest in income tax benefit........ S L 16
Changes in fair value of interest rate agreements ..............ccovviivinunnn.... (22)
“Gain on issuance of equity by Charter Holdco. . .............. oo, ' 253
Other. .o e )
Balance, December 31, 2001 ................ JPT P 4434
Minority interest in loss of a subsidiary ........ ... i (3,176)
- Minority interest in change in accounting principle.................. ... ....... (306) -
Minority interest in income tax benefit . .. ............ccoiiiiiniiiiii.... e . 132
Changes in fair value of interest rate agreements ......... e L e (35)
Other. ... . B T 1
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Minority

o L T - " - Tnterest
‘Balance, December 31, 2002 i e ' ........ FUPTR IO 1,050
, «Minqrityinte,r,estin loss of & subsidiary .. :ieo.e R, SUDDETUNPPINRE A3
L ';'iiMiﬁority_i‘ni‘eré_St i income tax benefit .o . vs oo Sl e ST ®)
S Changes. m fair value of 'n'tb'r‘es'twrlafc agreements- - ... - - LT EUURCI -
OUREF ooz nn e UPRRUREE L PP SPRRRRR RS SRS PUIUUUURE RS (1)
‘Balance, Decerber 31,2003 .%o A TSSO PR VL R e § 689

11. Preferred Stock — Redeemable e ‘ _ _
~ On August 31, 2001, in connection with’ its acquisition of Cable USA, Inc. and certain cable system

4ssets from affiliates of Cable USA, Inc., 'the Company issued 505,664 shares of Series A Convertible

Redeemable Preferred Stock (the Preferred Stock) valued at and with & liquidation preference of $51 million.

Holders of the Preferred-Stock have no voting rights but are entitled-to recdive cumulative ,cqsh’dividends at

an annual rate of 5.75%, payable quarterly. 1If for any reason Charter fails to pay the dividends ot the Preferred
Stock on a timely basis, the dividend rate on each share increases to an annual rate of 7.75% until the payment
is made. The Preferred Stock is redeemable by Charter at its option on or after August 31, 2004 and must be

redeemed by Charter at any time upon a change of control, or if not prcyibusly redeemed or converted, on

August 31, 2008, The Preferred Stock is convertible, in whole or in part, at the option of the holders from
April 1, 2002 through August 31, 2008, into shares of ¢ommon stock at an initial conversion rate equal to a
_ conversion price of $24.71 per share of common stock;. subject to certain customary. adjustments. The

redemption price per share of Preferred Stock is the Liquidation Preference of $100, subject to certain

customary adjustmenfs. In the first quarter of 2003, the Company issued 39,595 additional shares of preferred

stc_)'ck valu¢d at and with a liquida’tion -prcf_erence of $4 mi_llion. ‘

o

12. Common Stock ‘ L ' 4

. The Comipany’s Class A common ‘stock and Class B .common stock"are_identical except with respect 10
certain voting, transfer and conversion rights. Holders of Class A- common stock are entitled to one vote per
share and holders of Class B common stock are entitled to. ten votes per share. The Class B common stock is
subject to significant transfer-restrictions and is convertible on a share for share basis into Class A common
~ stock at. the option of the holder: S R S

13. Co’m{pr»ehen-s'ivg Loss _ -

Certain marketable equity se urities are classified as available-for-sale and reported at market value with
~ unrealized gains -and -losses recorded. as accumulated other comprehensive -loss on. the accompanying

---consolidated-balance sheets.- The Company reports - changes in"the fair vatue of interest rate agreements

designated as hedging instruments of the variability of cash flows associated with floating-rate debt obligations,
that meet the effectiveness,criteria-of SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities, in accumulated other comprehensive loss, after giving effect to the minority intetest share of such
gains and losses. Comprehensive loss for the years ended December 31, 2003, 2002 and 2001 was $219 million,
$2.5 billion -and $1.2 billion, respectively. - S v ' e

)
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14. Accountmg for Derivative Instruments and Hedgmg Activities

The Company uses interest rate risk management-derivative lnstrumcnts such as interest rate swap
agreements and interest rate collar agreements (collectively referred.to herein as interest rate agreements) as
required under the terms of its credit facilities. The Company’s policy is to manage interest costs using a mix
of fixed and variable rate debt. Usmg interest rate swap agreements, the Company agrees to exchange, at
specified intervals through 2007, the difference betweeii fixed and. vanable interest .amounts calculated by
reference to an agreed-upon notional principal amount. Interest rate collar~agreements are used To limit the
Company’s- exposure to and ‘benefits from interest rate ﬂuctuatlons on variable rate -debt to- w1th1n a certain
range of rates.

Effective January 1, 2001, the Company adopted SFAS No. 133. Interest rate agreements are recorded in
the consolidated balance sheet at December 31, 2003 and 2002 as either an asset or liability measured at fair
value. In connection with the adoption of SFAS No. 133, the Company recorded a loss of $10 million
(approximately $24 million before minority interest eﬁ"ects) as the cumulative effect of change in accounting
principle. The effect of adoption was to increase net loss and loss per share by $10 million and $0. 04 per share,
respectively, for the year. ended December 31,. 12001.

The Company does’ not hold or issue derivative instruments for trading purposes.” The Company does
however have certain interest rate derivative instruments that have been designated as cash flow hedging -
instruments. Stuch instruments are those that effectively convert variable iriterest payments on certain debt
instruments into fixed payments. For qualifying hedges, SFAS No. 133 allows derivative gains and losses to
offset related results on hedged items in the consohdated statement of operations. The Company has formally
documented, designated and assessed the effectiveness of transactions that receive hedge accounting. For the
years ended December 31, 2003, 2002 and 2001, net gain (loss) on derivative instruments and hedging
~ activities includes gains of $8 million and losses of $14 million and $2 million, respectively, which represent -

cash flow hedge ineffectiveness on interest rate hedge agreements arising from differences between the critical
“terms of the agreements and the related hedged obligations. Changes in the fair value of interest rate
agreements designated as hedging instruments of the.variability of cash flows associated with floating-rate debt
obligations:are reported in accumulated other comprehensive loss, For the years ended December 31, 2003,
- 2002 -and 2001, a° gain of $48. million and losses: of $65 million and $39 million, respectively, related to
derivative instruments designated as cash flow hedges was recorded in accumulated other comp.rehensive loss
and minority interest. The amounts are subsequently reclassified into interest-expense as a yield adjustment in
the same period in which the related interest on the floating-rate debt obligations affects earnings (losses).

Certain interest rate derivative instruments are not designated as hedges as they do not meet the
effectiveness criteria specified by SFAS No. 133. However, management believes such instruments are closely
correlated with-the respective debt, thus managing-associated risk. Interest rate derivative instruments not
designated as hedges are marked to fair value. with the impact recorded as gain (loss) ‘on derivative
instruments and hedging activities in the Company’s statement of operations. For the years ended Decem-
ber 31, 2003, 2002 and 2001, net gain (loss) on derivative instruments and hedging activities includes gains of
$57 million and losses of $101 million and $48 mrlhon respecnvely, for interest rate derivative instruments not
desrgnated as hedges. v ‘ . ‘ :

As of December 31 2003 2002 and 2001 the Company had outstandlng $3 0 billion, $3.4 bllhon and
+ $3.3 billion and $520 million, $520 million and $520 million, respectively, in notional amounts of interest raté
swaps and collars, respectively. The notional amounts of interest rate instruments do not represent amounts
exchanged by the parties and, thus, are not a measure of exposure to credit loss. The amounts exchanged are
- determined by reference to the notional amount and the other terms of the contracts. '
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15. Fair Value of Finnncial Instruments

The Company has estimated the fair value of its financial instruments as of December 31, 2003 and:2002
using available market information or other appropriate valuation methodologies. Considerable judgment,
however, is required in interpreting market data to develop the estimates of fair value. Accordingly, the
estimates presented in the accompanying consolidated financial statements are not necessanly 1ndlcat1ve of the
amounts the Company would realize in a current market exchange

The carrying amounts of cash -receivables, payables and’ other current assets and hablhtles approxrmate
fair value because of the short maturity of those instruments. The Company is exposed to market price risk

wvolatility with respect to investments in pubhcly traded and prrvately held entltles

The fair value of interest rate agreements represents the estimated amount the Company Would receive or
pay upon termination of the agreements. Management believes that the sellers of the interest rate agreements
will be able to meet their obligations under the agreements. In.addition, some of the interest'rate agreements -
are with certain of the participating banks under the Company’s credit facilities, thereby reducing the exposure -
to credit loss. The Company has' policies regarding the financial stability and credit standing of major
counterparties. Nonperformance by the counterparties is not anticipated nor would it have a matenal adverse
effect on the Company’s consolidated financial condition or results of operatlons :

The estimated fair value of the Company’s notes, credit facilities' and interest rate agreements at
December 31, 2003 and 2002 are based on quoted market prices or a discounted cash flow analysis using the
Company’s incremental borrowing rate for similar types of borrowing arrangements and dealer quotations

A summary of the carrying value and fair value of the Companys debt and related interest rate ‘ }
agreements at December 31,:2003 and 2002 is as follows: :

L2003 - 12002 .
Carrying . Fair- Carrying ~ Fair -
Value Value Value ‘Value -
Debt ' , SR e
Charter convertiblé notes. . ............ e .0 % 774 0§ 732 $1.,383 8§ 295
Charter Holdings debt ... .......................... 8,316 7,431 9222 3867
CCHIIdebt.........oovvvnnnn. [P S ... 1601 1,680 - — o —
CCO Holdings debt . .. 7.7 o oo, e w500 510 —. 0 =
Credit facilities . .. .....oovvoee . 7227 6949 7789 6,367
Other ......ovvneiiiieie i, P 229 238 277 212
Interest Rate Agreements -
Assets (Liabilities) . R o B
SWaPS. .\ ov et e i (7Y ATy (258) - (258)
Collars . .......... e e DT ST @ ®) B 04

The weighted average interest pay rate for the Company s interest rate swap agreements was 7.25% and
7.40% at December 31, 2003 and 2002, respectively.. The Company’s interest rate.collar agreements are
structured so that if LIBOR falls below 5.3%, the Company pays 6.7%. If the. LIBOR rate is between 5.3% -
and 8.0%, the Company pays LIBOR The LIBOR rate is capped at 8.0%, if LIBOR is between 8, 0% and
9.9%. If the LIBOR rate rises above 9.9%, the cap is removed. . .
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16. Revenues : ‘ . T TR

" Revenues consist of the following for the vears presented:
e - ‘ - e o ' 'Year Ended December 31,

SE , 2003 2002 2001
Video ... PR L 83461 §3420 0 82971
High-speed data ................. e ... 856 337 148
Advertising sales <1 ....0.. . . .. o onsoui s 263 302 - 197
Comrmercial .......... . PP T 204 161- 123

_ Other ............ L U o335 346 368
R ST o R $4,819 - $4,566 - $3,807

17 Operatmg Expenses |

’Operatmg expenses consist of the followmg for the years presented _
: : Year Ended December 31,

» 2003 2002 2001
] Programmmg.,».'.’....' ...... D 81249 810660 § 963
- Advertlsmg sales;_ ......... e e e re e 88 87 64

. Service ............. PP e e PR 615 554 459
S S ‘ $1952  $1.807  $1.486

18. Sellmg, General and Administrative Expenses

Selling, general and admrmstratwe expenses consist of the following for the years presented:

Year Ended December 31,
2003 2002 , 2001

General and administrative . .................... FTTT $833  $810  $689
Marketing ........... Lo e e e 107 - 153 137

$940 $963 $826

19, Stock Compen_sation Plans

The Company grants stock options, restricted stock and other incentive compensation pursuant to the
2001 Stock Incentive Plan of Charter (the 2001 Plan”). Prior to 2001, options were granted under the 1999
Optlon Plan of Charter Holdco (the 11999 Plan”).

. The 1999 Plan prov1ded for the grant of options to purchase mcmbershlp units in Charter Holdco to
* current and prospective employees and consultants of Charter Holdco and its affiliates and current and
‘prospective non-employee directors: of Charter: Options ‘granted generally vest over five years from the grant
date, with 25% vesting 15 months after the anniversary of the grant date and ratably thereafter. Options not
exercised accumulate and are exercisable, in whole or in part, in any subsequent period, but not later than
10 years from the date of grant. Membership units received upon exercise of the options are automatically
exchanged into Class A common stock of Charter on a one-for-one basis.
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The 2001 Plan provides for the grant of non-qualified stock options, stock appreciation rights, dividend
equivalent rights, performance units and performance shares, share awards, phantom stock and/or shares.of
restricted. stock (not to exceed 3,000,000), as each term is defined in the 2001 Plan. Employees, officers,
consultants and directors of the Company and its subsidiaries and affiliates are eligible to receive grants under
the 2001 Plan. Options granted generally vest over four yeéars from the grant date, with 25% vesting on the
anniversary of the grant date andv’r'-'atably~ thereafter. Generally, options expire 10 years from the grant date.

The 2001 Plan allows for the issuance of up to a total of 90,000,000 shares of Charter Class-A.common

stock (or units convertible into Charter Class A common stock). The total shares available reflect a July 2003

amendment to the 2001 Plan approved by the board of directors and the shareholders of Charter to increase

~ available shares by 30,000,000 shares..In 2001, any shares covered by options that terminated under the 1999
Plan were transferred to the 2001 Plan, and no new options can be granted under the 1999 Plan

During July and October 2003 in connection with new employment agreements and related option
agreements entered into by the Company, certain executives and directors were awarded a total of 80, 603
shares of restricted Class A common stock. The shares vest monthly over a twelve-month period beginning on
the date of grant. During September and October 2001, in connection with new employment agreements and
related option agreements entered into by the Company, certain executives of the. Company were awarded a
total of 256,000 shares of restricted Class A common stock, of which 140, 063 shares had been cancelled as of
December 31, 2003. The shares vested 25% upon grant, with the remaining shares vesting monthly over a
three-year period begmmng after the first anniversary of the date of grant. As of December 31, 2003, deferred
compensation remaining to be recognized i in future periods totaled $0.2 million. =

A summary of the activity for the Company’s stock options, excludmg granted shares of restricted
Class A common stock,.for the years ended Decemoer 31, 2003, 2002 and 2001, is as follows (amounts in

thousands, except per share data):

.2003 - 2002 2001-

Weighted Weighted - Weiébted
Average Average Average
R Exercise Exercise - Exercise
o . Shares - Price Shares ~ Price Shares - Price
Options outstandlng, beginning of penod ..... " 153,632 - $14.22 46,558  $17.10 28,482 - $19.24
Granted ......0iee . 7,983 353 13122 4.88 129,395 - 16.01
Exercised .............0..ooo.... PP (165) 3.96 - — S (278) 19.23
Cancelled . . . .. SR (13,568) 1410  (6,048) 1632  (11,041)  ‘19.59
Options outstandmg, end of penod e .. 47,882 . §12.48 53,632 $14.22 46,558 $17.10
Welghted average remaining contractual life. .. 8 years 8 years 9 years :
- ——Options- exorcxsaf)l:ohd of p penod :ﬁ, e o ‘22;8‘6'1-‘“ $16.36 -1'7,844;. 81793 9994 $18.51 N
Weiglited average fair value of options granted ~ § = 2.71 - s 289 TSNS e

F-35




CHARTER COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003, 2002 and 2001
(doNars in millions, except where indicated)

_The following table summarizes informationabout stock options .outstanding and exercisable as of
-December 31, 2003:

Options Qutstanding v o Options”Exercisable

: Weighted-Average ) . " Weighted-Average
Range of * Number Remaining ~. Weighted-Average . Remaining. .  Weighted-Average

Exercise Prices Outstanding  Contractual Life Exercise Price  Number Exercisable Contractual Life Exercise Price

‘ (in thousands) » - (in thousands) - B v
$111-8285 9,809 - 9years - ~$231 718 7 9years $-2.49
$391-$9.13.. -6,309 9 years  5.52 319 8years 9.13
$11.99 -$19.47 20,243 7 years 14.65 12,191 7 years 15.34
$20.00 - $23.09 - 11, 521 6 years 2119 8,633 6years’ 20.83

On January 1, 2003, the Company adoptcd the fair value measurement provisions of SFAS No. 123,
under which the Company recognizes compensation expense of a stock-based award to an employee over the
vesting period based on the fair value of the award on the grant date. Adoption of these provisions resulted in
utilizing a preferable accounting method as the consolidated financial staterhents present the estimated fair
value of stock-based compensation in expense consistently with other forms of compensation and other
expense associated with goods and services received for equity instruments. In accordance with SFAS
No. 123, the fair value method will be applied only to awards granted or modified after January 1, 2003,
whereas awards granted prior to such date will continue t6 be accounted for under APB No. 25, unless they
are modified or settled in cash. The ongoing effect on consolidated results of operations or financial condition
will be dependent upon future stock based compensation awards granted. The Company recorded $4 million of
option compensation expense for the year ended December 31, 2003.,

Prior to the adoption of SFAS No. 123, the Company used the intrinsic value method prescribed by APB
No. 25, Accounting for Stock Issued to Employees, to account for the option plans. Option compensation
expense of $5 million and net option compensation benefit of $5 million for the years ended December 31,
2002 and 2001, respectively, was recorded in the consolidated statements of operations since the exercise
prices of certain options were less than the estimated fair values of the underlying membership interests on the
date of grant. A reversal of previously recognized option compensation expense of $22 million for the year
ended December 31, 2001 was recorded in the consolidated statements of operations primarily in connection
with the waiver of the right to approximately seven million options by the Company’s former President and
Chief Executive Officer as part of his September 2001 separation agreement. This was partiaily offset by
expense recorded because exercise prices on certain options were less than the estimated fair values.of the
Company’s stock at the time of grant. Estimated fair values were determined by the Company using the
valuation inherent in the companies acquired by Paul G. Allen in 1998 and valuations of public companies in
the cable television industry adjusted for factors specific to the Company. Compensation expense is being
recorded with the method described in FASB Interpretation No. 28 over the vesting period of the individual
.options that varies between four and five years. As of Deécember 31, 2003, no deferred compensation remained
to be recognized in future periods. No stock option compensation expense was recorded for the options granted
after November 8, 1999, since the exercise price was equal to the estimated fair value of the underlying
membership interests or shares of Class A common stock on the date of grant. Since the membership units are
exchangeable into Class A common stock of Charter on a one-for-one basis, the estimated fair value was equal
" to the quoted market values of Class A common stock. g :

In January 2004, the Company commenced an option exchange program in which employees of the
‘Company and its subsidiaries were offered the right to exchange all stock options (vested and unvested) issued
under the 1999 Charter Communications Option Plan and 2001 Stock Incentive Plan that had an exercise
price over $10 per share for shares of restricted Charter Class A common stock or, in some instances, cash.
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Based on a sliding exchange ratio, which varied depending-on the exercise pnce of an. employees outstandmg
options, if an employee would-have received more than 400 shares of restricted stock in exchange for tendered
options, Charter issued that employee shares of restricted stock-in the exchange. If, based on the exchange -
ratios, an employee would have received 400 or fewer shares of restricted stock in exchange for téndered

__options, Charter instead paid the employee cash in an amount equal to the number of shares the employee
would have received multiplied by $5.00. The -offer- applred to-options (vested and unvested) to purchase a

- total of 22,929,573 shares of Class A common stock, or approximately 48% of the Company’s 47,882,365 fotal -
options issued and outstanding as of December 31, 2003. Participation by employees was voluntary. Those
‘members of the Company’s board of directors who were -not. also employees of the Company or any of it$
subsidiaries were not eligible to partlcrpate in the exchange offer : :

In the closmg of the exchange offer « on February 20 2004 the Company accepted for cancellatlon elrglble ~
options to purchase approximately 18, l37 664 shares of its Class A common stock. In exchange, the Company -
granted 1,966,686 shares of restricted stock, including 460,777 ‘performance shares to eligible employees of the

‘rank of senior vice president and above, afid paid a total cash amount of approximately $4 million (which .
amount includes applicable withholding taxes) to those employees who received cash rather than shares of
restricted stock. The grants of restricted stock were effective as of February 25 2004, Employees tendered
approximately 79% of the options eligible to be exchanged under the program. :

Based on. the results above, thé cost to the Company - of the Stock Optlon Exchange Program was
approximately $12 million, with a 2004 cash compensation expense of approximately $4 million and a non-
cash compensation expense of approxrmately $8 million to be expensed ratably over the three-year vesting
petiod of the restricted stock in the exchange. - ‘

.In January 2004, the Compensation, Committee of the board of directors of Charter approved Charter s
Long-Term Incentive Program. (“LTIP”), which is a program administered under the 2001 Stock Incentive
Plan. Employees of Charter and its subsidiaries whose pay classifications exceed a certain level are eligible to
receive stock options, and more senior level employees are.eligible to receive stock options and performance
shares. Under the LTIP, the stock optrons vest 25% on each of the first four anniversaries of the date of grant.
The performance shares:are earned on the third anniversary of the grant date, conditional upon Charter’s =
performance against: financial performance measures and customer growth targets established by Charter’s
management and approved by its board. of dlrectors as of the time of the award No awards were made under
the LT¥P in 2003. : :

20. Speclal Charges

In the fourth quarter of 2002 the Company recorded a special charge of $35 mrlhon of which $31 million
-was._associated_with_its workforce reduction program and the consolidation of its éperations from three.
divisions and ten regions, into five operating divisions, elimination of redundant practices .and streamlining its . .
rnanagement structure. The remaining $4 million related to legal and other costs associated with ‘the
Company s ongoing grand jury investigation, shareholder lawsuits and SEC investigation. The $31 ‘million
charge related to realignment activities, included severance costs of $28 million related to approximately 1, 400
employees identified for termination as of December 31, 2002 ‘and lease termination costs of $3 million.
During the year ended December 31, 2003, an additional 1,400 employees were identified for termination and
additional severance costs of $20 million and additional lease costs of $6 million were recorded. in special
charges. In'total, approximately 2,600 employees were terminated during-the year ended December 31, 2003.
Severance payments are generally made. over a period of up to twelve months with approximately $39 million
paid- during the year ended December 31, 2003. The Company paid $4 million in lease termination costs
during the year ended December31,-2003: ‘As of December 31, 2003 and December 31, 2002, a hablhty of
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approximately $14 million and $31 million, respectively, is .‘reco:rdc‘d on the accompanying .consolidated
- balance sheets related to.the realignment activities. For the year ended December 31, 2003, the additional

related-to the conversion of high-speed data:customers to Charter Pipeline service in 2001.

During the year ended December 31, 2001, the Company recorded $18 million in special charges that

represenit $15 million of costs associated with the transition of ‘approximately. 145,000 (unaudited) "data

customers from the EXq!i"té@Homc Internet service to the Charter Pipeline Internet service. '

" In December-2001; the Company implemented 'a-restructum'pgs ‘plan to reduce its workforce in certain
markets and reorganize its operating divisions from two to three and «operating regions from twelve to ten. The
restructuring plan was completed during the first quarter of 2002, resulting in the termination of approximately
320°employees and severance costs of $4 million of which $1' million was recorded in the first quarter of 2002
and $3 rqillion was r.ec.qrt'dc_:d in the fourth quarter of 2001. = " S ‘

- 2L I»ncome‘T‘axes‘ E T e P

All operations are held througthhaner,,Holdeo and its dixeqt and indirect subsidiaries. Charter Holdco
- and the majority of its subsidiaries are not subject -to. income tax. However, certain of these subsidiaries are
corporations and are subject to income tax. All of the taxable income, gains, losses, deductions and credits of
Charter Holdco are passed through to its mermbers: Charter, Charter Investment, Inc. and Vulcan Cable 111,
Inc.. Charter is responsible for it share -of taxable income - or loss of Charter Holdco allocated to it in
accordance with the Charter Holdco limited liability ‘company “dgreement (“LLC Agreement”) and
. Partnership ‘tax rules and regulations. _ S : S

The LLC Agteement provides for certdin special allocations of niat tax profits and net tax losses (such net

taxX profits and- net tax losses being determinéd under-the applicable federal income tax rules for determiriing

111, Inc. and Charter Investment, Inc. will gcnerally éontinli'eluntlll the ciimulative amount of the Special
Profit Allocations offsets the cumulative amount of the Special Loss Allocations. The amount and timing of
the Speéial Profit Allocations are subject to the potential application of, énd interaction with, the Curative
‘Allocation Provisions described in the following paragraph. The LLC Agreément generally provides that any
additional 'nét tax profits are to be allocated among the members of Charter Holdco based generally on their
respective pefcentagcz ownership of Chartér Holdco common mqmbérs}}ip units, ‘ S

© - Because the respective capital account balance of each of Vulcan Cable III, Inc. and Charter Invesfmenf,
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Allocations is to be offset over -time pursuant to certain curative allocation provisions (the “Curative
Allocation Provisions™) so that, after-certain offsetting adjustments are made, each member’s capital account
balance is equal to.the capital account balance such member would have had if: the Regulatory Allocations
had not been part of the LLC Agreement. The cumulative amount of the actual tax losses allocated to Charter
as a result of the Regulatory. Allocations through the year ended December.31, 2003 is approx1mately
$2.0-billion to $2 6 billion pcndmg the resolution of the issue described .in Note 22. R

As a result of the Spec1al Loss Allocations and the Regulatory Allocatlons referred to above, the
cumulative amount of losses of Charter Holdco allocated to Vulcan Cable I1], Inc. and Charter Investment,
Inc. is in excess of the amount that would have been allocated to such entities if the losses of Charter Holdco
had been allocated among its members in proportion to their respective percentage ownership of Charter
Holdco common membership units. The cumulative amount of such excess losses, was approximately
$3 1 billion through December 31, 2002 and $2.0 billion to $2.5 bllhon through December 31, 2003 dependmo ’
upon the resolution of the issue described in Note 22.

_ In certain situations, the Special Loss Allocations, Spemal Proﬁt Allocations, Regulatory Allocatlons and
Curative Allocation Provisions described above could result in Charter paying taxes in an amount that is more
or less than if Charter Holdco had allocated net tax profits and net tax losses among its members based
generally-on the number of common membership units owned by such members. This could occur due to
-differences in (i) the character of the allocated income (e.g:, ordinary versus capital), (ii) the allocated
- amount and timing of tax depreciation and tax amortization expense due to the application of section 704(c)
under the-Internal Revenue Code, (iii) the potential interaction between the Special Profit Allocations and
the Curative Allocation Provisions, (iv) the amount and timing of alternative minimum taxes paid by Charter,
“if any, (V) the apportionment of the allocated income or loss among the states in which Charter Holdco does
business, and {vi) future federal and state tax laws, Further, in the event of new capital contributions to
Charter - Holdco, it is possible that the tax effects of the. Special Profit Allocations, Special Loss Allocations;
Regulatory Allocations and Curative Allocation-Provisions will change 51gn1ﬁcant1y pursuant to the provisions
of the income tax regulations. Such, change could defer the actual tax benefits to be derived by Charter with
respect to the net tax Idsses allocated 1o it or accelcrate the actual taxable i income to Charter with rcspect to
the nét tax profits allocated to it. As a result, it is possible under certain circumstances, that Charter could
receive future allocations of taxable i income in excess of its currently allocated tax deductions and avallable tax
loss carryforwards '

JIn addmon under their exchange agreement with Charter, Vilcan Cable I1I, Inc. and Charter
‘Investment, Inc. may ekchange some or all of their membership units in Charter Holdco for Charter’s Class B
common stock, be rnerged with Charter, or be acquired by Charter in a non-taxable reorgdnization. If such ‘an
exchange were to take place prior to the date that the Special Profit Allocation provisions had fully offset the
‘Special Loss Allocations, Vulcan Cable I, Inc. and Charter Investment, Inc. could elect to cause- Charter
Holdco to make the remaining Special Profit Allocations to Vulcan Cable III, Inc. and Charter Investment,
Inc. immediately prior to the consummation of the exchange. In the event Vulcan Cable III, Inc. and Charter
Investment, Inc. choose not to make such election or to the extent such allocations are not possible, Charter
would then be allocated tax profits attributable to the membership units received in such exchange pursuant to
the Special Profit Allocation provisions. Mr. Allen has generally agreed to reimburse Charter for any
incremental income taxes that Charter would owe as a result of such an exchange and any resultlng future

Speaal Profit Allocations to Charter.

* For the years endéd December 31, 2003, 2002 and 2001, the Company recorded deferred income tax
benefits as shown below. The income tax benefits were realized through reductions in the deferred tax
liabilities related to Charter’s investment in Charter Holdco, as well as the deferred tax liabilities of certain of
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Charter’s indirect corporate subsidiaries. In 2003, Charter received tax loss allocations from Charter Holdco.
Previously, the tax losses had been allocated to Vulcan Cable III, Inc. and Charter Investment, Inc. in
accordance with the Special Loss Allocations provided under the Charter Holdco amended and restated

_ limited liability company-agreement. The Company does not expect to recognize a similar benefit related to its
investment in Charter Holdco after 2003 due to limitations on its ability to offset future tax benefits against the
remaining deferred tax liabilities. However, the actual tax provision calculation in future periods will be the
result of current and future temporary differences, as well as future operatmg results.

Current and deferred income tax expense (beneﬁt) is .as follows
C December 31,

2003 2002 2001
Current expense: . S ‘ '
Federal income taxes.................. RO R T $——
State income taxes.................... e e e 1 2 =
Current income tax expense . . . . . ....... ........ l 2 2 —
Deferred benefit: - . o 4 . . ' ,. ,. - . ‘
Federal income taxes............. R R PRI e ERP : (98) (456) (11)
State income taxes. ... ............... S I PR (14) _ (66) (1)
Deferred income tax benefit: ......... e . e D s v (112) (5220 _(12)
Total income benefit .. ......... DRSO e e $(110) -$(520) $(12)

The Company recorded the portion of the income tax benefit associated with the adoption of SFASV
No. 142 as a $60 million reduction of the cumulative effect of accounting change on the accompanymg
statement of operations for the year ended December 31 2002. .

The- Company S eﬁ”ec‘uve tax rate differs from that denved by applymg the applicable federal income tax
rate of 35%, and average state iricome tax rate of 5% for the years ended December 31, 2003, 2002 and 2001 as
follows : o

December 31,

. _ o N _ 2003 2002 2001
, Statutory federal income. taxes.... ... .0 e .}’;,".‘t oo ¥ S 8(122) _$'(969)"¢ $(409)
State income taxes, net of federal beneﬁt ..... RRRRS e Lol .".\ (17) . (138). 0 (58)
Valuanon allowance provided ....... e O e .29 587 455
Prov151on for income taxes ......... e RIS DR $(110) $(520)- $ @2)
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-The tax effects of these temporary differences that give rise to significant portions of the deferred tax
assets and deferred tax liabilities at December 31, 2003 and 2002 which. are included in long-term liabilities
are’presented below. : ‘ : - ‘

December 31,

‘ T 2003 2002 .
Deferred tax assets: S o - . , S
~Net operating- Joss carryforward . . s R TR PP e _ $ 1,723  § 1,489
- ;Other'.;.;::;.'.......,.: ...... U P e 6 9
~ Total gross deférred tax-assets -. e, e s RTINS S 17290 001,498

Less: valuation allowance ........ ST e ST, e (1,291) 7 (14d4)
Net deferred tax assets ...................... ...... $ 438 §$. 54
Deferred tax liabilities: , :

Investment in Charter Holdco. . . ... O PO .. % (553) $ (266)

Property, plant & equlpment ..... e e I, AT L (42) F(67)

Franchises ............. N e R Sl [ERR (260) (240)
Gross deferred tax liabilities ... ... .. ... o BN L (855)  (5T3)
Net deferred tax liabilities o PR e ' $ {417) § (519)

- As of December 31, 2003, the Company has deferred tax assets of '$1.7 billion, which primarily relate to
financial -and tax losses allocatéd to Charter from Charter Holdco. The deferred tax assets also’include
$912 million of tax net operating loss carryforwards -(generally-expiring in years 2004 through 2023) of
Charter and its 1nd1rect corporate subsidiaries, which are subject to certain limitations. Valuation allowances
of $480 million exist with respect to these carryforwards.

The total valuation allowance for deferred tax assets as of December 31,2003 and 2002 was $1.3 billion
and $1.4 billion respeetively In assessing the realizability of deferred tax assets, management considers
whether it is more likely than not that some portion or all of the deferred tax assets will be realized. Because of
the uncertainties in prOJectmg future taxable income of Charter Holdco; valuation allowances have been
established-except for deferred benefits avallable to oﬁ’set certain deferred tax liabilities.

The Company is currently under examination by the Internal Revenue Serv1ce for the tax years ending

" December 31,.1999 and 2000. Management does not expect the results of this examination to have a material

adverse effect on. the' Company’s consolidated financial condition or results of operation.

22. Related Party Transactlons

- The followrng sets forth certain transactlons in whlch the Company and the directors, executive ofﬁcers
and-affiliates of the Company are involved. Unless otherwise disclosed, management believes that each of the

- transactions described below was on terms no less favorable to the Company than could have been obtained

from mdependent third partles

Charter has entered into management arrangements with Charter Holdco and certain of its subsidiaries.
Under these agreements, Charter provides management services for the cable systems owned or operated by
its subsidiaries. The management services include such services as centralized customer billing services, data
processing: and related support, benefits adminis'tration and- coordination of insurance coverage and-self-
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insurance programs for medical, dental and workers’. compensation claims. Costs associated with providing

these services are billed and charged directly to the Company’s operating subsidiaries and are'included within

operating costs in the accompanying consolidated statements of operations. Such costs totaled $210 million,

$176 million and $119 million for the years ended December 31, 2003, 2002 and 2001, respectively. All other

costs incurred on the behalf of the Company’s operating subsidiaries are considered a part of the management

fee and are recorded as a component of selling, general and administrative expense, in the accompanying

consolidated financial statements. For the years ended December 31, 2003, 2002 and 2001 the management

fee charged to the Company’s operating subsidiaries approximated the expenses incurred by Charter Holdco

and Charter on behalf of the Company’s operating subsidiaries. The- credit facilities of the Company’s

operating subsidiaries prohibit payments of management fees in excess of 3.5% of revenues until repayment of

the outstanding indebtedness. In the event any portion of the management fee due and payable is not paid, it is -
deferred by Charter and accrued as a liability of such subsidiaries. Any deferred amount of the management

‘fee will bear interest at the rate of 10% per annum, compounded annually, from the date it was due and ~
payable unti} the date it is paid. : :

-Mr. Allen, the controlling shareholder of Charter, and a number of his affiliates have interests in various
entities that provide services or programming to Charter’s subsidiaries. Given the diverse nature of Mr. Allen’s
investment activities and interests, and to avoid the p0551b1hty of future disputes as to potential business,
Charter may not, and may not allow its subsidiaries to, engage in any business transaction outside the cable
transmission business except for certain existing approved investments. Should Charter or'its subsidiaries wish
to pursue a business transaction outside of this scope, it must first offer Mr. Allen the opportunity to pursue
the’ particular business transaction. If h¢ decides not to pursue the business transaction and consents to
Charter or its subsidiaries -to engage in the business transaction, they will be able to do so. The cable
transmission business means the business of transmrttmg video, audio, including telephony, and data over
cable systems owned, operated or managed by Charter or its subsidiaries from time to time.

Mr. Allen or his affiliates own equity interests” or warrants to purchase equity’ interests in various entities
with which the Company does business or which provides it with products, services or programming. Among
these entities are TechTV L.L.C. (“TechTV”), Oxygen Media Corporation (“Oxygen Media”), Digeo, Inc.,
Click2learn, Inc., Trail Blazer Inc., Action Sports Cable Network (“Actron Sports”) . and Microsoft
Corporation. In addition, Mr. Allen and Mr. Savoy were ‘directors of USA Networks, Inc.. (“USA
Networks”), who operates the USA Network, The Sci-Fi Channel, Trio, World News International and
Home Shopping Nétwork, owning approxnnately 5% and less than 1%, respectrvely, of the common stock of
USA Networks. In 2002, Mr. Allen and Mr. Savoy sold their common stock and are no longer directors of the
USA Network. Mr. Allen owns 100% of the equity.of Vulcan Ventures Incorporated (“Vulcan Ventures”)
and-Vulcan Inc. and is the president of Vulcan Ventures. Mr. Savoy was a vice president and a director of
Vulcan Ventures until his resignation in September 2003. Mr. Savoy will remain as a member.of:the board of
directors of Charter. The various cable, media, Internet and telephony companies in which Mr. Allen has
invested may mutually benefit one another. The agreements governing the Company’s relationship with Digeo,
Inc. (“Digeo”) are an example of a cooperative business relationship among Mr. Allen’s affiliated companies.
The Company can give no assurance that any of these business relationships will bé successful, that the
Company will realize any benefits from these relationships or that the Company wrll enter into any business
relationships in the future with Mr. Allen’s affiliated companies.

Mr. Allen and his affiliates have made, and in the future likely will make, numerous investments outside
of the Company and its business. The Company cannot assure that, in the event that the Company or any of
its subsidiaries enter into transactions in the future with any affiliate of Mr. Allen; such transactions will be on
terms as “favorable to'the Company as terms it might have obtained from an unrelated third- party. Also,
conflicts could arise with respect to the allocation of corporate opportunities between the Company. and
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M. Allen and his affiliates. The Company has not 1nst1tuted any formal plan or. arrangement to address

potentlal conﬁlcts of interest.

- High Speed Access Corp. (“ngh Speed Access”) was a prov1der of h1gh speed Internet access services
over cable modems. During the period from 1997 to 2000, certain Charter entities entered into Internet-access
related service agreements, and both Vulcan Ventures and certain of Charter’s subsidiaries made equrty
investments in High Speed Access »

On February 28, 2002 Charter’s subsidiary, CC Systems purchased from High Speed Access the
contracts and associated assets, and assumed related liabilities, that served the Company’s customers,
including a customer contact center, network operations center and provisioning software. Immediately prior
to the asset purchase, Vulcan Ventures beneficially owned approximately 37%, and the Company beneficially
owned approximately 13%, of the common stock of High Speed Access (including the shares of common
stock which could be acquiréd upon conversion of the Series D preferred stock, and upon exercise of the
warrants-owned by Charter Holdco). Following the consummation of the asset purchase, neither the Company
nor Vulcan Ventures beneﬁc1ally owned any secunt1es of, or ‘were otherwise affiliated- with, Hrgh Speed :
Access.

. The Company receives or will receive programming for broadcast via its cable systems from TechTV,
USA Networks, Oxygen Media and Action Sports. The Company pays a fee for the programming service
generally based on the number of customers receiving the service. Such fees for the years ended December 31,
2003, 2002 and 2001 were each less than 1% of total operating expenses with the exception of USA Networks
which was 2%, 2% and 3% of total operating expenses for the years ended December 31, 2003, 2002 and 2001,
respectively. In addition, the Company receives commissions from USA Networks for home shopping sales
generated by its customers. Such revenues for the years ended December 31, 2003, 2002 and 2001 were less
than 1% of total revenues. On November 5, 2002, Action Sports ‘announced that it was dlscontmumg its
business. The Company believés that the failure of Act1on Sports will not materially affect the Company’s
busmess or results of operations.

The Company entered into an equity issuance agreement pursuant to which Oxygen Media granted a
subsidiary of Charter Holdco a warrant to purchase 2.4 million shares of common stock of Oxygen Media for
an exercise price of $22.00 per-share. Charter Holdco will also receive unregistered shares of Oxygen Media
common stock with a guaranteed fair market value on the date of issuance of $34 million, on or prior to
February 2, 2005 with the exact date to be determined by Oxygen Media. The Company currently recognizes
the guaranteed value of the investment over the life of the programming agreement as a reduction of
programming -expense. For the year einded December 31, 2003, the Company recorded ‘apprc')ximately
$9 million as a reduction of programming expense. The carrymg value of the Company s investment in Oxygen
was approximately $19 million as of December 31, 2003.

The Company receives from TechTV programming for distribution via its cable system pursuant to an
affiliation- agreement. The affiliation agreement provides, among. other things, that TechTV must offer the
Company certain terms and conditions that are no less favorable in the affiliation agreement than are given to
any other distributor that serves the same number of or fewer TechTV viewing customers. The Company

" believes that TechTV has: breached the TechTV affiliation agreement, and is involved in discussions with

TechTV representatives in an effort to reach-a settlement regarding the damages owed to the Company for
such breach. To date, no settlement has.been reached and no formal legal proceedings have been commenced.
In the event the parties are not able to reach a settlement, the Company intends to pursue its contractual and

- legal rights for relief.
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As discussed in Note. 4, in April 2002, Interlink Communications Partners, LLC, Rifkin Acquisition
“Partners, LLC and Charter Communications Entertainment I, LLC, each an indirect, wholly-owned
subsidiary of the Company, completed the cash purchase of certain assets of Enstar Income Program II-2,
L.P., Enstar Income Program IV-3, L.P., Enstar Income/Growth Program Six-A, L.P., Enstar Cable of
Macoupin County and Enstar Income IV/PBD Systems Venture, serving approximately 21,600 (unaudited)
customers, for a total cash sale price of approximately $48 million. In September 2002, Charter Communica-
tions Entertainment I, LLC purchased all of Enstar Income Program II-1,-L.P.’s Illinois cable systems;
serving approximately 6,400 (unaudited) customers, for a cash sale price of $15 million. Enstar Communica-
tions Cotporation, a direct subsidiary of Charter Holdco, is a general partner of the Enstar limited partrerships
but does not exercise control over them. All of the executive officers of Charter and Charter Holdco act as
officers of Enstar Communrcanons Corporation.

On June 30 2003, Charter Holdco entered into an agreement with, Motorola for the purchase of 100 000
broadband media centers, subject to the Company’s testing and approval of product performance and
functionality. It is-contemplated that the software for these broadband media centers would be supplied to
Motorola by Digeo. License fees for Digeo to license such software to the Company and support fees for the
broadband media centers and relevant content and support services are currently under negotiation.

- In March 2001, Charter Communications Ventures, LLC (**Charter Ventures”), the Company’s indirect
sub31d1ary, and Vulcan Ventures formed DBroadband Holdings, LLC (“DBroadband”) for the sole purpose
of purchasing equity interests in Digeo. In connection with the execution of the broadband carriage agreement,
DBroadband purchased an equity interest in Digeo furided by contributions from Vulcan Ventures. The equity
interest is subject to a priority return of capital to Vulcan Ventures up to the amount contributed by Vulcan
Ventures on Chartér Ventures’ behalf. Charter Ventures has a 100% profit interest in DBroadband. Vulcan.
Ventures also agreed to. make, through January 24, 2004, certain’ additional contributioris through DBroad-
band to acquire additional equity in Digeo as necessary to maintain Charter Ventures’ pro rata interest in
Digeo in the event of certain future Digeo equity financings by the founders of Digeo. These additional equity
interests are also subject to a priority return of capital to Vulcan Ventures up to amounts contributed by
“Vulcan Ventures on Charter Ventures’ behalf. DBroadband is therefore not included in the Company’s
consolidated financial statements.

The Company believes that Vulcan Ventures, an entity controlled by Mr. Allen, owns an approximate
60% equity interest in Digeo, Inc. Messrs. Allen and Vogel are directors of Digeo.' Mr. Savoy was a director
and served on the compensation committee of Digeo untll September 2003. Mr. Vogel owns optlons to
purchase 10,000 shares of Digeo common stock. S \

"On January 10, 2003, Charter signed .an agreement to carry two around-the-clock, high deﬁnition
networks, HDNet and HDNet Movies. The. Company believes that entities controlled by Mr. Mark Cuban,
co-founder and president of HDNet, owns 85% of HDNet and HDNet Movies as of December 31, 2003. As of
December 31, 2003 Mr. Cuban, owns an approximate 6.4% equity interest in Charter,

Certain related parties, including members of the board of directors and management, hold interests in
the Company’s senior convertible debt and senior notes and dlscount notes of the Company s subs1d1ary of
approximately $61 5 million of face value at December 31, 2003.

As part of the acquisition of. the cable systems owned by Bresnan Communications Company Limited
Partnership in February 2000, CC VIII, LLC, Charter’s:indirect limited liability company subsidiary, issued,
after adjustments, 24,279,943 Class A preferred membership units (collectively, the “CC VIII interest”) with
a value and an initial capital account of approximately $630 million to certain sellers affiliated with AT&T
Broadband, subsequently owned by Comecast Corporation (the “Comcast sellers”). While held by the
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Comcast sellers, the CC VIII interest was entitled to a 2% priority return on its initial capital account and

- such priority return was entitled to preferential distributions from available cash and upon liquidation of CC

VIII, LLC. While held by the Comcast sellers, the CC VIII interest generally did not sharein the profits and

losses of CC VIII, LLC. Mr. Allen granted the Comcast sellers the right to sell to him the CC VIII interest

for approx1matcly $630 million plus 4.5% interest annually from February 2000 (the “Comcast.put right”). In
Apnl 2002, the Comcast sellers exercised the Comcast put rlght in full, and this transaction was consummated
on June 6, 2003. Accordingly, Mr. Allen has become the holder of the CC VIII interest, indirectly through an
affiliate. Consequently, subject to the matters reférenced in the next paragraph Mr. Allen generally thereafter
will be allocated his pro rata share (based on number of membership interests outstanding) of profits or losses
of CC VIII, LLC. In the event of a liquidation of CC VIII, LLC, Mr. Allen would be entitled to a pnonty
distribution with respect to the 2% .priority return (Wthh will cortinue to accrete). Any remaining
distributions in liquidation would be distributed to CC V Holdings, LLC and Mr. Allen in proportion to CC V
Holdings, LLC’s capital account and Mr. Allen’s capital account (which will equal the initial capital account
of the Comcast sellers of approximately $630 million, iricreased or decreased by Mr. Allen’s pro rata share of
CC VIII, LLC’s profits or losses (as computed for capital account purposes) after June 6, 2003). The limited
liability company agreement of CC VIII, LLC does not provide for a mandatory redemptlon of the CC VIII
interest.

An issue has arisen as to whether the documentation for the Bresnan transaction was correct and
complete with regard to the ultimate ownership of the CC VIII interest following consummation of the
Comcast put right. Specifically, under the terms of the Bresnan transaction documents that were entered into
in June 1999, the Comcast sellers originally would have received, after adjustments, 24,273,943 Charter
Holdco membership units, but due to an FCC regulatory issue raised by the Comcast sellers shortly before
closing, the Bresnan transaction was modified to provide that the Comcast sellers instead would receive the
preferred equity interests in CC VIII, LLC represented by the CC VIII interest. As p